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URING the past three years import 

licensing has featured prominently 
ag an instrument of Australian econo- 
mic policy. After 1945 direct controls 
over imports, together with other war- 
time measures, were gradually aban- 
doned until few import restrictions 
still remained in force except those on 
goods from Japan and the dollar 
countries. The picture changed in 
March, 1952, with the imposition of 
drastic cuts on imports from all sources 
including Sterling Area countries. In 
the course of time these controls were 
relaxed until, by the middle of 1954, 
most imports were being admitted into 
Australia on a fairly generous scale. 
On Ist October last year, however, 
some import licences were tightened, 
and on 21st March this year a new 
round of import cuts was announced. 


In this article attention is focussed 
on the economic implications of these 
restrictions rather than on the purely 
technical problems involved in their ad- 
ministration. Three questions are con- 
dered: (1) the economic circum- 

nces which precipitated these im- 
port cuts, including a brief description 
of the restrictions introduced; (2) the 
eonomic consequences, intentional or 
herwise, of these restrictions; (3) 
he economist’s case for import con- 
rols as a weapon of economic policy, 

th special reference to Australia. 


mic Background to Import Cuts 
The primary object of the import 
its Introduced in 1952 was to check 
né rapid decline in Australia’s over- 
“a8 reserves held in London. Between 
tid-1951 and the end of February 1952, 
mese reserves fell from £804 million 
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to approximately £400 million. This 
decline was all the more striking as it 
constituted the first major break since 
the last war in the trend towards 
higher reserves. By 1951 foreign 
balances were roughly four times their 
level in 1945. 


This rapid deterioration in Aus- 
tralia’s external position in 1951-52 
was due to a combination of circum- 
stances leading to a substantial fall in 
exports and to an even greater rise in 
imports. In the eight months prior to 
the 1952 cuts, the value of exports was 
23 per cent. lower, and the value of 
imports 63 per cent. higher, than in 
the corresponding months of 1950-51. 


The decline in exports was caused by 
a dramatic fall in wool prices associ- 
ated with reduced buying overseas. 
The reasons for the expansion of im- 
ports were more varied. On the supply 
side it was due to higher import prices 
and to the greater availability of 
foreign products and of ships in which 
to carry them. On the demand side it 
was a manifestation of inflationary 
pressure in the economy which, al- 
though in evidence for some years past, 
gained added momentum from the 
1950-51 wool boom and raised Aus- 
tralia’s appetite for imports. 


Late in 1951, however, signs of im- 
pending recession were becoming ap- 
parent. Export incomes were well be- 
low the previous season’s level, while 
much of the spending earlier in 1951 
occurred in anticipation of shortages 
and higher prices and was only short- 
lived. Thus, by a strange twist of for- 
tune, imports ordered months before- 
hand reached a peak at the beginning 
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of 1952 and produced an external crisis 
just when Australian producers were 
starting to fee] the pinch at home. At 
this point import cuts were announced. 


Under the licensing system intro- 
duced on 8th March 1952, Category A 
imports (20 per cent. of total imports) 
were restricted to an annual value equal 
to 60 per cent. of their value in 1950- 
51. Imports in Category B (30 per 
cent. of total imports) were limited to 
an annual value not exceeding 20 per 
cent, of the 1950-51 value. Certain im- 
ports were exempted from licences, and 
others were made subject to adminis- 
trative control. 


In 1953 and the early part of 1954 
these restrictions were progressively 
eased. By mid-1954 Category A quotas 
had been raised to 90 per cent. of the 
base year, and Category B quotas to 
60 per cent. In addition, the greater 
part of Category A commodities, and 
a proportion of those subject to ad- 
ministrative regulation, had been placed 
on a no-quota-restriction basis. 


The circumstances leading up to the 
recent import cuts have been less 
dramatic, and signs of deterioration in 
the balance of payments were already 
visible late in 1953. In March 1954 
overseas reserves stood at £614 million. 
A year later the figure was about £470 
million. In this same period the value 
of exports was 12 per cent. lower, and 
the value of imports 30 per cent. higher 
than in the preceding twelve months. 


The explanation for lower export re- 
ceipts is to be found largely in the 
stiffer competition for agricultural 
markets abroad. Price falls have been 
recorded for a number of primary pro- 
ducts. The immediate cause of higher 
imports has been the relaxation of im- 
port restrictions. Two additional fac- 
tors must also be mentioned. First, 
the Australian economy has been re- 
markably buoyant since recovering 
from the set-back in 1952. Although 
inflation has been kept well in harness, 
expenditure on consumer and capital 
goods has been running at a record 
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level. The inability of local producen 
to meet all requirements has meant 
keen demand for imports. Secondly, 
there is some evidence for supposing 
that the easing of import restrictions 
encouraged many firms to protect 
themselves from further import cuts 
by expanding their stocks of imported 
goods. 


The new round of controls was fore. 
shadowed on 30th September last when 
the Government decided that licences 
for goods which had been placed ona 
no-quota-restriction basis would ‘in 
future be issued at 100 per cent, of 
imports in 1950-51. This step: was 
taken because it was believed that some 
firms were securing licences to a value 
far in excess of normal trade require. 
ments. On 21st March this year the 
Acting Prime Minister announced that 
as from Ist April Category A quota 
would be scaled down to 85 per cent. 
of the base year, and Category B quotas 
to 40 per cent. of the base year. In- 
ports in the administrative category 
would be reduced on the average by 20 
per cent. 


Economic Effects of Import Cuts 


The consequences of the 1952 tr 
strictions, and the results likely to fol 
low from the recent cuts, may be co 
sidered in two parts : first, the effects 
on Australia’s balance of payments; 
secondly, the effects on the level ani 
pattern of economic activity in Aw 
tralia. 


The Balance of Payments 


Following the restrictions imposed i 
1952, imports fell from £1,052 million 
in 1951-52 to only £511 million in 19% 
53. The severity of the restrictiom 
was probably not as great as 
figures suggest since imports Wil 
have declined to some extent even 2 
the absence of import controls. Onder 
for imports were already falling off be 
fore March 1952. 


A loss of overseas reserves of iil 
million in 1951-52 was converted in the 
following year into a gain of 4 
million—an overall improvement 
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WSTRALIAN IMPORT CONTROLS — Continued 


$20 million. The improvement would 
have been greater but for the with- 
drawal of a considerable volume of 
foreign-owned funds temporarily resi- 
dent in this country. On the other 
hand, the rise in overseas reserves was 

y due to the increase in export re- 
cipts by £182 million in 1952-53 and 
to the decrease in freight and insur- 
ance payments abroad by £70 million. 
The fall in freight and insurance 
charges was fairly directly related to 
the reduced flow of imports. 


The severity of the restrictions 
varied with different types of imports. 
Finished consumer goods were cut on 
the average by 65 per cent., and the 
reduction in manufactured textiles and 

1 was as high as 79 per cent. 
Motor vehicles and parts were reduced 
by 63 per cent. On the other hand, 
producers’ equipment was cut by only 
16 per cent., and fuels and lubricants 
by only 10 per cent. The fact that 
diferent classes of goods were affected 
in different degrees was of special im- 
portance to the domestic economy. 


Some countries’ exports to Australia 
fell more markedly than exports from 
ther countries. Sterling Area goods 
were reduced in the first year by 50 
prcent., dollar goods by 20 per cent., 
ad imports from O.E.E.C.' countries 
(more or less equivalent to Western 
Europe excluding the United Kingdom) 
ty 69 per cent. Dollar imports were 
iready restricted before 1952 and only 
the most essential goods were permitted 
atry. Although dollar licences were 
rvised in 1952, the scope for tighten- 
ing these licences was limited. In con- 
tast, Japanese imports were considered 
be unessential and during 1952 
itences on Japanese goods were scaled 
wn drastically by 89 per cent. 


_Australia, as a member of the Sterl- 
tg Area, shares in the Area’s pool of 
nid and dollar reserves. During 1951- 
2 Australia drew heavily from the 
Ml in her dealings with the dollar 
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area and O.E.E.C. countries. The im- 
port cuts enabled Australia to econo- 
mise very substantially in her use of 
searce currencies, thereby helping to 
strengthen the financial position of the 
Sterling Area as a whole. 


It is too early yet to make an ade- 
quate assessment of the effects on the 
balance of payments of the recent im- 
port restrictions. The new cuts have 
not been introduced to combat an ex- 
ternal crisis, as was the case in 1952, 
but rather to forestall a possible crisis 
in the future. Overseas reserves are 
still considered to be well above the 
danger level. This was made clear by 
the Acting Prime Minister in March 
this year, when he said: “Our exter- 
nal reserves of currency are still in a 
healthy state, but obviously they can- 
not remain so if they are to continue 
to fall as they have done over the past 
twelve months, or anything like that 
rate.” 


In the year ending 30th June 1955 
imports will probably exceed £800 
million. The official intention seems 
to be to reduce imports in a full year 
by between £70 million and £100 
million. The reduction would be 
greater if the quotas announced in 
March were adhered to strictly, which 
suggests that the Government intends 
to administer the licensing system in 
a fairly liberal way. 


As there is a lag of about six months 
between the time of issuing licences 
and the arrival of the goods in Aus- 
tralia, the full repercussions of the cuts 
will not be felt until later in the year. 
Unlike the experience in 1952, there 
was no significant decrease in orders 
for imports before the recent controls 
were announced. 


It is expected that overseas reserves 
will have fallen by about £150 million 
during the present financial year. On 
present indications, less than £100 
million will be saved in 1955-56 by the 
import cuts and associated decreases 
in freight and insurance payments 
abroad. This means that, unless ex- 
port earnings improve or more foreign 
capital is attracted, overseas reserves 
will continue to decline somewhat in 
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1955-56. At the moment the Govern- 
ment seems to be pursuing a wait-and- 
see policy before committing itself too 
deeply to any particular line of action. 


The Internal Economy 


The impact of import restrictions is 
not confined to the balance of pay- 
ments. The internal economy is also 
affected in two important ways. 


In the first place, by re-directing 
demand towards home-produced goods 
and services import controls tend to 
raise the general level of economic ac- 
tivity in the country. This may be 
called the expansionary effect of im- 
port restrictions. Whether the in- 
creased expenditure on local supplies 
leads to greater production and higher 
real incomes, or whether it simply in- 
vokes higher prices and money costs, 
depends on the existence or otherwise 
of unemployed resources and unused 
capacity in the economy at the time 
of the import cuts. 


Import controls assist expansion not 
only by raising the demand for local 
products but also by arresting the fall 
in bank liquidity. Business expansion 
requires bank credit, but the trading 
banks are most reluctant to extend 
their overdraft facilities when their 
cash reserves are low and falling. Im- 
port cuts tend to check the decline in 
the banks’ cash reserves and thus to 
increase their willingness to lend. 

The degree of expansion produced 
by import controls depends on a num- 
ber of factors. First, it depends on 
whether the Government takes steps 
to encourage or discourage this expan- 
sion through its other instruments of 
policy. Secondly, it depends on the 
height of business stocks. When stocks 
of finished or semi-finished goods are 
exceptionally high, much of the de- 
mand may be met in the first instance 
by the simple expedient of allowing 
stocks to run down. Thirdly, it de- 
pends on the extent to which the cur- 
tailed imports are essential aids to 
production and cannot be produced 
locally. For example, some develop- 
ment projects could not be continued 
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if certain imported machinery wag mp. 
available. In practice, the Australig, 
licensing system has been administers 
in such a way as to allow really eggep. 
tial goods to be admitted fairly fregly, 


As mentioned already, the impor 
crisis in 1952 was accompanied by sj 
of economic recession in Australia. Ey. 
port incomes had fallen, unemployment 
was mounting rapidly, and the capital 
issues market was in the doldrums 
Firms were becoming embarrassed a 
the level of their unsold stocks. This 
in turn raised the demand for bank 
accommodation at a time when bank 
liquidity was low because of falling 
overseas reserves. 


There can be little doubt that im 
port controls helped to ease the posi- 
tion by raising demand and by increas. 
ing the liquidity of the banks. How 
ever, economic revival did not ocr 
until very late in the year. Demand at 
first was largely met from stocks. By 
the middle of 1952 stocks reached a 
peak and then declined rapidly until 
they were back to normal by the en 
of the year. Orders to local producer 
picked up after October 1952. 


The improvement in bank liquidity 
following the cuts was due partly t 
the fall in imports. But more import 
ant, at least in the short run, was the 
Government’s action in releasing the 
greater part of trading bank cash 
which had previously been frozen i 
the Special Accounts held with th 
Commonwealth Bank. Special Deposits 
fell from £437 million in March, 198 
to only £157 million at the end of th 
same year. This step enabled th 
banks to maintain advances to traders 
with large stocks. Many firms would 
have been placed in serious 
difficulties if they had been forced t 
unload stocks suddenly on an 
depressed market in order to repay 
their bank loans. Nevertheless, th 
Government did not permit any 
extension of credit and it continued # 
influence trading bank policy th 
selective credit controls. 


The import cuts announced this ye 
have coincided with a period of eco 
mic prosperity. Unless counterv 
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WSTRALIAN IMPORT CONTROLS — Continued 


ures are taken, perhaps in the 
next Federal budget, it seems probable 
that the net effect of these new restric- 
tins will be somewhat inflationary. 
Some delay may be expected for two 
reasons : first, the inevitable time-lag 
between the issuing of licences and the 
arrival of the goods in Australia; 
secondly, many firms have been build- 
ing up stocks over the past year in an- 
ticipation of renewed import controls. 
Stock accumulation, however, has not 
ben nearly as marked as three years 
ago. 

The expansion of bank credit for 
sme time now, coupled with the in- 
crease in imports following the relaxa- 
tion of licences in 1953 and 1954, has 
reduced bank liquidity very substanti- 
aly. Although the import cuts will 
tend to ease the position for the banks, 
itis unlikely that the Government will 
prmit advances to rise markedly and 
# intensify inflation. In the system 
of Special Accounts with the Common- 
wealth Bank, the Government pos- 
sesses an important weapon for regu- 
lating the supply of credit. 


The second important way in which 
import restrictions affect the internal 
economy is by giving special protection 
to those local industries most closely 
competitive with imports. This may 
be called the protective effect of import 
ats. Even if the Government were to 
we other measures to eliminate the 
expansionary effect, in all probability 
Import cuts would still bestow benefits 
m import-competing industries and, in 
particular, on the least efficient firms 
in these industries. 


Australian Governments have been 
committed for many years past to 
plicies for encouraging secondary in- 
dustries in this country. Special as- 
sistance has been given to local pro- 
dueers in the form of tariff protection. 

rapid inflation of local costs after 

148 reduced the effectiveness of tariff 
tarriers, and by 1952 many firms were 

g it extremely difficult to com- 
bette effectively with overseas pro- 
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The import restrictions in 1952 pro- 
vided additional protection to local in- 
dustry. Textile and light engineering 
firms in particular were helped in this 
way. As controls were gradually eased, 
some firms again began to feel the full 
impact of foreign competition. One of 
the official reasons given for increasing 
the membership of the Tariff Board 
towards the end of 1953 was that the 
number of applications for tariff pro- 
tection could be expected to rise with 
the relaxation of import controls. In 
its last annual report, the Tariff Board 
records that, although industrial costs 
remained fairly steady in 1953-54 and 
in some industries a welcome improve- 
ment in efficiency was observed, Aus- 
tralian costs are still too high in rela- 
tion to costs abroad. 


The new round of import restric- 
tions announced recently should pro- 
vide some additional protection to local 
industry. It is doubtful, however, 
whether import controls protect to the 
same extent as tariffs, since producers 
can never be sure how long the controls 
over imports will remain. Firms may 
be reluctant to extend their plant 
capacity unless they receive some as- 
surance that tariffs will be raised 
quickly and substantially when import 
restrictions are withdrawn, 


Import Cuts and Economic Policy 


Australia’s current import policy has 
been the centre of much controversy 
due in large part to the divergent in- 
terests of the different parties. It is 
therefore of special importance that 
the underlying issues involved should 
be quite clearly understood. 


The direct regulation of imports is 
only one of several policies which may 
be employed to deal with a decline in 
overseas reserves. One alternative is 
for the Government, by means of bud- 
getary or monetary measures, to re- 
duce the level of economic activity in 
the country and also, perhaps, internal 
costs and prices. A reduction in money 
costs could be achieved more directly 
by cutting wages, but the Government 
is reluctant to interfere with the Ar- 
bitration Court. This first group of 
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measures will reduce imports and may 
also, at least in the longer run, increase 
the volume of exports. A second al- 
ternative is for the Government to 
raise import and export prices in terms 
of Australian currency by depreciating 
the exchange rate. This will discourage 
imports and may in time expand ex- 
ports. A variation of this policy is 
to raise the tariff, which is more or 
less equivalent to exchange deprecia- 
tion except that it operates only on 
the side of imports. A third alterna- 
tive is to allow overseas reserves to fall 
without positive steps being taken to 
arrest the fall. Finally, a variety of 
ways are available to the Government 
to expand productivity, especially in 
the export and import-competing in- 
dustries, or to attract more foreign 
capital to Australia. 


If the Government intends to check 
a decline in overseas reserves, then 
there is little doubt that import restric- 
tions possess two great advantages in 
the short run over alternative policies: 
their effects on the balance of pay- 
ments are more immediate and more 
certain. 


Although import restrictions take 
six months or so to become completely 
effective, with other types of policy the 
time-lag is almost certainly much 
longer. In the case of exchange de- 
preciation, for example, there may be 
quite an appreciable lapse of time be- 
fore local producers and consumers 
adapt themselves completely to the rise 
in import prices. Import controls are 
also prompt in the sense that they can 
be brought into operation with little 
administrative delay. In contrast, the 
budget must be planned a year in ad- 
vance and cannot be readily adjusted 
to meet sudden changes in the econo- 
mic climate. The budget in 1951 pro- 
vided a striking illustration of this; it 
was formulated to counteract the ex- 
cessive inflation then prevailing, but by 
the middle of the financial year econo- 
mic conditions had radically changed. 
The United Kingdom possesses an im- 
portant instrument in the Bank Rate 
for attracting or repelling foreign 
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capital quickly, but in Australia the 
is no comparable monetary weapon 


The effects of import controls a 
also more certain and predictah 
Quite accurate forecasts can be mak 
of the total saving in foreign ex 
resulting from a particular set of in. 
port restrictions. It is generally ip, 
possible to do this where alternati, 
measures are employed. With exchanp 
depreciation, especially in times of » 
flation, it is not even certain that th 
value of imports in terms of foreip 
exchange will decline at all. 


Although there can be little dou 
that for Australia import restriction 
are the most effective means in th 
short run of preventing overseas n 
serves from falling, it does not necy 
sarily follow that import restrictios 
are desirable on balance. Three map 
criticisms have been levelled again 
Australia’s use of import controls; th 
first two relate to their incident 
effects, but the third challenges the w 
of controls as an instrument for pt 
tecting overseas reserves. 


The first charge is that importr 
strictions are a bad form of protectin 
If the policy of giving special & 
couragement to Australian seconday 
industries is to achieve the best ® 
sults, then the kind of protecta 
granted must be planned with am 
In the first place, in order to promos 
business efficiency in this country ove 
seas producers must be given some # 
portunity to compete for custom 2 
Australia. In the second place, aid 
local manufacturers must not be 
discriminate but must be based on 
particular needs and future prospet 
in each industry. Import cont 
have worked against both these com 
tions and have gone some way toward 
undermining the constructive work 
the Tariff Board. These controls i 
not only reduced foreign competu 
but have also bestowed protect 
quite arbitrarily as between 
industries. Nevertheless, it is worm 
repeating the point made earlier: ma 
facturers are well aware of the &# 
that restrictions will be relaxed # 
withdrawn when the state of 4 













Beaeeeso SBEe § 











































The Australian Accountant, May, 9 





* F 


fRERS seks Seve te reke 


Bebe 


ari 


3 ae8 35 


2. 


WSTRALIAN IMPORT CONTROLS — Continued 


tralia’s trade balance warrants it, so 
that they are still subject to certain 
pressures and restraints and cannot 
gford to be too complacent. 


The second criticism is that Aus- 
tralian import policy has created 

ial difficulties for those countries 
which sell to Australia. This charge 
is valid but its importance should not 
he exaggerated. A country which is 
ving beyond its means and is doing 
g, not by acquiring foreign capital, 
but by running down overseas reserves, 
wil sooner or later be forced to take 
countervailing measures. Regardless 
df whether it is the budget, the ex- 
change rate, or the import licensing 
system that is used as the instrument 
of policy, some reduction in imports is 
dmost inevitable. The only question 
is which policy to adopt. The special 
disadvantage of import licensing from 
the foreign point of view is that it 
reduces sales quickly and suddenly, 
thereby giving producers abroad little 
time to arrange for alternative 
markets. 


The final and most important criti- 
tism of import controls is based on the 
flowing type of argument. A loss of 
werseas reserves indicates one of two 
things. It may be a reflection of some 
temporary disturbance either at home 
@ abroad such as a bad harvest, a 
minor recession in the United States, 
simply the regular seasonal decline 
in Australian wool exports in the 
second quarter of the year. Temporary 


imivergences between international pay- 


ments and receipts should be met out 


foreign exchange reserves, since the 
basic object of keeping reserves abroad 
ttall is to provide for such occurrences. 
Import controls are therefore unneces- 
ary where the external problem is 


wm mporary. On the other hand, if the 


bss of overseas reserves is due to more 
Mrmanent causes, for instance a long- 


wim"? decline in export incomes, then 


eps must be taken to adjust the 
lance of payments to the new set of 
trumstances. Import controls do not 


Te Australian “Accountant, May, 1955 


measure up to the requirements of 
good policy for dealing with funda- 
mental maladjustments. They prevent 
overseas reserves from falling without 
eliminating the causes tending to pro- 
mote the fall, and in addition their pro- 
tective effects make them undesirable 
as a permanent feature in the economy. 
Thus, import controls are unnecessary 
in the short run and undesirable in the 
long run, 


The weakness of this type of criti- 
cism in practice, whatever its merits in 
theory, lies in its failure to make due 
allowance for two special features of 
Australian overseas trade. The first 
is that, in relation to the magnitude of 
fluctuations in export earnings—and it 
is primarily from the export side that 
Australian balance of payments prob- 
lems originate—overseas reserves have 
not been high since 1951. The second 
feature of the Australian situation is 
that export earnings are quite unpre- 
dictable, and therefore it is not really 
possible to make a clear distinction be- 
tween temporary and more permanent 
losses-of foreign exchange reserves. In 
the light of these two considerations, 
the recent decision of the Government 
to tighten the system of import licences 
is not an unreasonable one. There is 
no way in which the Government can 
predict with accuracy the movement of 
export receipts in the near future. 
Without this knowledge the Govern- 
ment is quite naturally reluctant to 
take such long run measures as ex- 
change depreciation to check the pre- 
sent decline in overseas reserves, when 
export incomes may start to improve 
shortly. Yet the authorities could 
hardly have refrained from taking some 
action in the current situation because 
of the already low level of reserves and 
the possibility that export incomes may 
rise soon. The Government has found 
a useful means of escape from this 
dilemma in the form of tighter import 
licences, which have the advantage 
over a “do-nothing” policy that they 
protect our overseas balances, and the 
advantage over other policies that they 
can be quickly applied and equally 
quickly withdrawn. 
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Comment on 
Accounting and Economic Concept 


A. R. MUTTON, B.Ec., F.C.A.(Aust.) 


Member of the panel of the Australian Charter 
Accountants Research Society, which has been ma}. 
ing a study of the problems of accounting in periog 
of fluctuating price levels. 


THE 1954 Annual Research Lecture 

of the Australian Society of Ac- 
countants delivered by Mr. R. L. 
Mathews at Sydney University on 
September 28, 1954', will, I hope, be 
read by many accountants. It will also, 
I hope, induce a few more of us to 
loosen ourselves still further from the 
shackles of historical cost accounting 
and make us more conscious of the ser- 
vice which we should provide — but 
have heretofore not provided—to our 
employers and our clients and, along 
the line, to those who have to figure, 
plan, advise and govern at the national 
level. 


I acknowledge to Mr. Mathews my 
appreciation of what he has added to 
my understanding of the terminology 
of National Income, the manner in 
which the statistics are computed and 
the importance of accountancy arrang- 
ing its reports with degrees of care and 
clarity commensurate with the high- 
level purposes for which the statistics 
are used. 


At the same time, I am constrained 
to say, as a public accountant, that I 
cannot accept Mr. Mathew’s guidance 
when he asks me to accept as true for 
a particular business the “profit” which 
he would like to incorporate from that 
business into the social accounts of the 
nation. 


Mr. Mathews says that “because it 
(traditional accounting profit) mixes 





1. The lecture was published in the April, 
1955 issue of this journal. 
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up past and current costs and revenua 
and because it is distorted by flucty 
tions in the value of money, it is ng 
appropriate as a guide in making polig 
decisions, either at the national lew 
or in the individual firm”. He tha 
suggests appropriate adjustments fr 
depreciation and stock, recasts tk 
architecture of our accounts and say 
of these — “For normal accountiy 
purposes the accounting concept of pr 
fit is (still) clearly delineated, whilt 
a measure of economic income is pm 
vided to meet the requirements of bus- 
ness policy and, incidentally, soci 
accounting”. 


I agree with Mr. Mathews that x 
counting profit is not appropriate ass 
guide in making policy decisions, either 
at the national level or at the level ofa 
individual business. I agree with him 
also when he claims that his metho 
will correct the position for nation 
purposes. I do not however agree 
his view that the economic profit com 
puted by him will be appropriate form 
individual business. 


If we had to choose between having 
on the one hand, correct accounts i# 
the nation and a collection of wroy 
accounts for businesses and, on % 
other hand, correct accounts for i 
businesses and no accounts at all ig 
the nation, I would, without hesitating. 
choose the latter and I should expel. 
Mr. Mathews to choose the same W4. 


The volume of the things we want 
of life does not depend — (not ye! 
while, anyway) — primarily upon der 
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sions made at the national level by 
wliticians and public servants. They 
depend primarily upon the decisions 
made on-every-spot and at-every-minute 
by the business men who organise and 
direct the materials and labour re- 
qired to produce the things we want 
out of life. 


Unless these businessmen have close 
nowledge of the profit results of their 
activities, we must accept it as certain 
that we shall live at a somewhat lower 
level than we need and no degree of 
guidance from the national accounts 
vill put the businessmen right. 


The difference between Mr. Mathews 
and me as to what constitutes business 
nome arises notwithstanding that I 
thare his view as to the inadequacy of 
historical cost accounting and that I 
share his view that an important limi- 
tation of that form of accounting is its 
“failure to maintain physical capital, 
or productive capacity, intact during 
aperiod of rising prices”. The differ- 
ace arises partly because Mr. Mathews 
sops short at physical capital whereas 
ny philosophy is broad enough to keep 
dlforms of capital intact. 


I believe that any accountant, not- 
withstanding the deep-seated habits of 
mind which he has acquired from his 
wnstant handling of profit and loss 
satements, is able to recapture the 
simple concept that profit (income) is 
the difference between wealth at the 
eginning and wealth at the end of a 
period. 


This concept is in sympathy with the 
dedinition given by Professor J. R. 
Hicks and quoted by Mr. Mathews that 
4 person’s income for a week is “the 
laximum value which he can consume 


peering a week and still expect to be as 


well off at the end of the week as he 
Was at the beginning”. The trouble 
With us all in the past has been that, 
comparing wealth at the beginning 


‘evth wealth at the end for the purpose 


determining profit, we have adopted 
te assumption that the value of our 
me i (money) has not 
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Those of us who want to abolish that 
assumption and give effect in our finan- 
cial statements to changes in the value 
of money need not abandon that simple 
concept. We continue with it, but give 
expression to it in our accounts free 
of the erroneous and no-longer-accept- 
able assumption that the value of money 
does not change. 


If I am right in this, then it follows 
that the difference between Mr. Mat- 
hews and me is that— 


(a) He desires to go no further than 
keeping intact capital invested 
in buildings, plant and stock, 

whereas _ 

(b) I desire to keep intact all capital 
(neither more nor less). 


For example, in a year in which the 
cost of the things we want out of life 
rose by 20 per cent., Mr. Mathews 
would compute that a trader, whose 
capital was wholly invested in stock 
and who commenced the year with 
capital of £20,000 and finished with 
capital of £24,000, had made no profit. 
I would agree. If, however, a financier 
who had all his capital invested in 
debtors recorded the same capital move- 
ment from £20,000 to £24,000, Mr. 
Mathews would compute that he had 
made a profit of £4,000 because his 
formula does not provide for capital 
invested in debtors to be kept intact. 


To me this financier has suffered the 
same fate as the trader. Each of them 
has made no profit. It might even be 
suggested the reality of this result for 
the financier can be seen more readily 
than it can for the trader. Everyone 
who writes on this subject states his 
aim as being the introduction into 
financial statements of the effect of 
changes in the value of money. Busi- 
nesses which have all or most of their 
capital invested in claims on money 
would appear to be the most obvious 
calling for and permitting application 
of the new treatment. 


Not only does Mr. Mathews’ formula 
fail to preserve intact capital invested 
in debtors, cash, loans, debentures and 
the like, but it also fails to have regard 
to the fact that capital invested in 
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buildings, plant and stock does not have 
to be kept intact from the viewpoint of 


an individual business to the extent 


that capital is provided by creditors 
and not by proprietors. 


If, in a year when the price level 
goes up 20 per cent., a trader starts 
with £20,000 stock financed as to £4,000 
by himself and £16,000 by his creditors 
and he finishes the year with £24,000 
of stock financed as to £8,000 by him- 
self and £16,000 by his creditors, Mr. 
Mathews’ formula would produce a pro- 
fit of nil. (Historical cost profit £4,000, 


the national accounts the losses anj 
profits balance out. Those of us, hey. 
ever, whose primary duties lie to 
individual businesses must think of 
capital as proprietors’ capital and n 
more and must think of capital in aj 
its forms and no less. 


The difference between these ap. 
proaches was recently the subject of 
research by a few members of the Aus. 
tralian Chartered Accountants Research 
Society. They had the advantage of be. 
ing permitted to treat as a case 
the financial accounts of Jantzen (Ans. 
tralia) Limited. I am sure you will find 
the results interesting’. 








Annual Profits (after tax) 


After keeping intact 
only proprietors’ 


Historical 
Cost. 
£ 


capital 


9 
15 
29 
16 

(10. 
(10 


15,156 
25,118 
46,560 
46,412 
45,261 
20,308 
55,340 


(L 


forms. 


After kee 


ping intact 
capital (bot 


proprietors 


and creditors), in 
Buildings, Plant and 
—— only. 


in all its 


£ 
,609 
141 
316 
,088 
022) L 
461)L 


7,837 
845 
19,527 
(2,010) L 
(64,736)L 
(49,841) L 
46,400 


Loss) 








less 20 per cent. added to opening stock 
of £20,000, 7.e., £4,000). I cannot resist 
the conclusion that this trader has made 
a real profit of £3,000. (Opening capital 
of £4,000 increased by 20 per cent. to 
keep it intact equals £5,000 which de- 
ducted from closing capital of £8,000 
leaves £3,000 for profit — end-of-the- 
year pounds, of course). 

The difference between those who 
make their calculations like Mr. Mat- 
hews and those who make them like me 
arises partly from the fact that the 
former approach the matter from the 
national viewpoint whereas the latter 
approach it from the viewpoint of each 
business as a separate entity. 

The former need not have regard to 
the erosion of capital in debtors, loans 
and the like because losses of capital 
invested in those types of resources are 
counterbalanced by the profits which 
the creditors and borrowers make. In 
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It is part of the merit of Mr. Mat- 
hews’ paper that it emphasises that 
historical cost accounting cannot be 
right. I have been guilty of trying to 
tarnish its further merit that it shows 
us very simply how we can report busi- 
ness results in a manner which will fit 
snugly into national income statistics. 


Fortunately, if I am right, my varia 
tion need not cause serious trouble. 
I am quite sure that Mr. Mathews, with 
his intimate knowledge of both national 
ineome statistics and accountancy, wil 
have no difficulty in making some slight 
alteration to his architecture so as t0 
show both the real income of a business 
and the (conveniently calculated) con 
tribution of that business to national 
income. 





For a full report of the case study, 5 
The Chartered Accountant in Aust 
February, 1955. 


2. 
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| fation on accounting profits. 


Accounting and 


Economic Concepts: A Reply 


R. L. MATHEWS 


E comments made by Mr. Mutton 

on my lecture demand serious con- 
sideration by all interested in the ac- 
counting and economic concepts of pro- 
ft and income. As a member of the 
research group which studied the ac- 
counts of Jantzen (Australia) Limited, 
Mr. Mutton has had an opportunity of 
assessing at first-hand the effects of ag 

e 
work done by this group represents 
a most important contribution to the 
sudy of accounting for _ inflation. 
Nevertheless, it is clear that there are 
significant differences between’ the 
group’s approach, as outlined by Mr. 
Mutton, and my own. These differ- 
ences can be expressed quite simply as 
follows. Mr. Mutton wishes to main- 
tain intact the capital invested in:— 


(a) fixed assets; 


(b) working capital; i.e, current 
assets less current liabilities. 


My approach, on the other hand, will 
have the effect of maintaining intact 
the capital invested in physical assets 
mly, i.e, fixed assets and stocks. The 
difference represents the capital in- 
fang in cash resources and net money 


Mr. Mutton rightly points out that 
the difference between the two ap- 
preaches is eliminated at the national 
kvel, since debtors and creditors can- 
tl out as a result of the aggregation 
process. The point at issue is whether 
tis approach or mine is more appro- 
priate for purposes of the individual 

The difference between the two 
methods is in essence a difference in 
inderlying assumptions. In my orig- 
mal paper I suggested that it is 
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reasonable to assume that the value of 
money remains constant within any 
one accounting period, so that it is only 
necessary to make adjustments in re- 
spect of items brought forward from 
previous accounting periods, viz. de- 
preciation and opening stocks. Mr. 
Mutton presumably quarrels with this 
assumption, on the ground that changes 
in the relationship between current 
assets (other than stocks) and current 
liabilities may be great enough within 
an accounting period to make further 
adjustments necessary in respect of 
these items. 


There are two reasons why I can- 
not accept Mr. Mutton’s approach. 
The first is a practical one and may be 
illustrated by reference to the Jant- 
zen figures. I was puzzled as to why 
there should be such a large difference 
between the profit figures as adjusted 
by Mr. Mutton’s method and those as 
adjusted by mine, when the differences 
in our assumptions are so slight. The 
reason was soon clear to me, however, 
and springs from the fact that changes 
in quick assets and liabilities are by no 
means independent of changes in 
stocks. A change in the value of 
stocks resulting from price apprecia- 
tion, that is to say, will under con- 
ventional accounting procedures 
usually be financed by an increase in 
liabilities or a reduction in quick 
assets. 


In Mr. Mutton’s illustration of the 
trader with £20,000 opening stock, 
financed as to £4,000 by himself and as 
to £16,000 by his creditors, it is surely 
far more likely that the stock apprecia- 
tion of £4,000 during the year will be 
financed by the creditors. Indeed this 
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must be so unless (a) the trader in- 
troduces fresh capital, or (b) he re- 
tains sufficient profits within the busi- 
ness to finance the stock appreciation. 
This is indeed a classical example of 
capital erosion, and it is the merit of 
my method, as opposed to Mr. Mut- 
ton’s, that undercapitalisation of this 
kind is automatically prevented by in- 
sisting on the retention of profits with- 
in the business to the full extent of the 
price appreciation, i.e. £4,000 and not 
£800 (there is a mistake of £200 in 
Mr. Mutton’s arithmetic). Mr. Mut- 
ton’s method in effect offsets the down- 
ward adjustment to profits in respect 
of opening stocks with an upward ad- 
justment in respect of the assumed 
gain on opening liabilities—a pro- 
cedure which seems to me to be with- 
out justification. The Jantzen accounts 
during the period under consideration 
are illustrative of an Australia-wide 
trend, viz. the financing of increases 
in stock values by means of increased 
current liabilities. This to me is by 
definition capital erosion, and Mr. Mut- 
ton’s method only goes part of the way 
towards eradicating its effects. Had 
prices fallen substantially in 1952-53, 
the resulting stock losses under Mr. 
Mutton’s method would have placed 
many businesses in danger of insol- 
vency. Under my method specific 
capital reserves would previously have 
been created to meet such a contin- 
gency. 


There is, however, a second reason 
why I cannot agree with Mr. Mutton’s 
approach, and this concerns a matter 
of principle. As we have seen, there 
are strong practical grounds for busi- 
nesses maintaining intact the capital 
invested in physical assets. However, 
I do not believe there is any case at 
all for accounting procedures designed 
to preserve the purchasing power of 


cash resources and money claim. 
Monetary debts that have been jp. 
curred with explicit provision for their 
repayment in money terms must rp 
the hazard of possible changes in th 
value of money. A new theory of ». 
counting measurement would be np 
quired to justify action by the account. 
ant to offset the effects of changin 
money values on cash resources an 
money claims, and I personally coujj 
not accept the need for such a theory. 
On equitable grounds, also, Mr. Mut 
ton’s approach seems hard to justify. 
He would permit business enterpriss 
to make adjustments for the fall ir 
value of money claims owed to the bus- 
ness, -but would he permit similar x. 
tion to be taken by individual taxpay. 
ers in respect of their bank balances 
and government bonds? If not, the 
one section of the community woul 
be receiving preferred treatment at th 
expense of another. His case of th 
financier does not worry me a bit—i 
is the financier’s business to deal i 
money claims and the possibility o 
changes in the value of money is om 
of the risks that is covered by the i> 
terest premium that he charges. Hav. 
ing received payment for undertaking 
this risk he should not then be per 
mitted to avoid it in the way Mr. Mut- 
ton suggests. 


The effect of inflation on profits and 
capital structures is a subject tha 
should have particular significance & 
accountants on both theoretical ani 
practical grounds. A research group 
of the Australian Society of Account 
ants has recently been formed in Ade 
laide to co-operate with the University 
of Adelaide in investigating this prob 
lem, using questionnaire methods. Th 
pioneering work done by Mr. Mutton 
and his colleagues will be of great a& 
sistance to the Adelaide group, 
will also welcome assistance 
other readers of this journal. 


CPia?) 
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Note on a Submission to 
The Hulme (Depreciation) Committee 


R. J. CHAMBERS 


WOULD be interesting to know in 

detail the individual and group 
thinking which lies behind the Society’s 
submissions to the Commonwealth 
Committee on Rates of Depreciation 
(see The Australian Accountant, Janu- 
ary, 1955). It is realised that the 
Special Committee set up to deal with 
the matter had little time to prepare its 
statement, and many of its proposals 
are commendable and will, no doubt, be 
approved by members. 


But the treatment of Term of Re- 
ference No. 2 seems to be open to chal- 
lenge on two general grounds. Firstly, 
the Special Committee appears to have 
put out its hand towards a “hot sub- 
ject” (a proposal to vary methods of 
accounting) and to have quickly with- 
drawn it in favour of a fiddle. For the 
recent United Kingdom provision for 
an additional depreciation allowance of 
twenty per cent. is no more than a pis 
dler. It has many of the features of 
initial depreciation allowances and 
atelerated depreciation, in that it does 
not confront the real problem of meet- 
ing current costs. 


In the second place, the Special Com- 
mittee appears to have accepted, and 
tohave used as evidence, certain figures 
of “An Australian Public Company” 
(few readers of financial and accounting 
publications in Australia will not know 
which company) without adequate con- 
sideration of the contents of the tables 
given and of the effects of incorporat- 
ing such statements in an official sub- 
mission of the Society. 


oa * x % “* 


Among the questions which obtrude 
are the following: 
(a) Should a statement of a general 
case be based on the figures of one 
firm in one industry? 
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It would have been preferable to have 
constructed a hypothetical general ex- 
ample which incorporated the possibili- 
ties; the case would not then have been 
contestable on the ground that the par- 
ticular instance used is in no way 
representative of Australian industry. 


(b) Should a case be based on a de- 
monstration in which the particular 
issue (depreciation allowances) is 
confused with other issues? 


This-course would perhaps have been 
proper if the case contemplated a 
change in accounting method. But no 
such proposal was made. It may be 
observed that, in the example taken, 
the “correction charge” for deprecia- 
tion is less than one-quarter of the total 
correction charges (see Statement 4). 
Is it unreal to suppose that the Hulme 
Committee, looking critically at these 
tables, would wonder whether the 
problem is as serious as the quotations 
in the text of the submission would 
imply? 

(c) Should a case be based on a set of 
statements which do not in fact 
show capital erosion? 


Given all the assumptions which 
underlie the statements in Appendix A, 
the company did come through the 
seven years of inflationary conditions 
with a “real” surplus (Statement 8). 
Certainly there were years when defi- 
cits appeared. But there can be no 
doubt that the company has maintained 
its real capital over the period, if the 
figures are relied on: It could well be 
argued that, although in the short run 
there may be anomalies, the existing 
methods of accounting and taxing are 
doing no permanent damage. If the 
Special Committee believes that damage 
is being done, it has chosen a faulty 
vehicle for demonstrating it. 
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(d} Did the Special Committee deliber- 
ately consider the construction of 
the tables in Appendix:A? 


This question is worth asking, for if 
any member of the Hulme Committee, 
or any person wanting to discover the 
method used, examines the figures, he 
will find evidence either of lack of care 
or of lack of consistency. 


It is said (Statement 1) that the rise 
in the index in 1954 is not material. It 
may not be material in any other cir- 
cumstance, but it is in the present case. 
The tables appear to have been drawn 
up on the basis of all events including 
price level movements up to 1953. If 
the matter had been left there it would 
have been well, as showing the differen- 
ces which had arisen up to that time 
(incidentally, it would have shown a 
real deficit for the six-year period in 
Statement 8). But a desire to bring the 
figure up to date, combined with the 
technique adopted, has led to error. 
Although in the tables it is stipulated 
that historical figures are converted 
into “£’s of 1953 vintage”, the tables 
do give the impression that they bring 
the story up to 1954. 


If it was intended to bring the figures 
up to 1954, there should have been in- 
serted in Statement 2 approximately 
£7,000 for the last year, which by com- 
parison with any of the depreciation 
correction charges in Statement 3 is 
not immaterial. Further, the process of 
inflating past figures (Statements 6, 7, 
and 8) should be brought up to date. 
That neither has been done results in 
partly compensating errors. If both 
corrections are made the surplus for 
the period (Statement 8) falls from 
£6,649 to something of the order of 
£2,000. This discrepancy is not large, 
but only because of the fact that two 
errors partly offset each other. [If 
Statement 2 had included a correction 
for 1954 as Statement 3 does, State- 
ment 8 would have shown a real deficit, 
and question (c) above could not have 
been asked. But then the discrepancy 
in the figures obtained by inflating past 
figures on the 1953 index and on the 


198 


1954 index would have been mud 
larger. 

Let it be admitted that the figurg 
reproduced are only used as an ex 
and that they do give a general.impre. 
sion, given the assumptions which wer 
adopted. This does not excuse technica] 
errors; a technical error in a statement 
made by a professional society of 
accountants may well prejudice the 
whole demonstration. 

* 6 * - & 


It appears that. the Special Commit 
tee has accepted the example. withoat 
testing the figures or without making 
adequate provisos about their nature 
And it is not incredible that many 
people will accept such an apparently 
exhaustive set of calculations as’ corree 
and conclusive. In that direction lig 
real danger. 


No mention has been made of the 
assumptions of Statement 2; an exam: 
nation of these is reserved for another 
time and place. But it may be worth 
noting that these assumptions— 


(a) are unrealistic. They involve cor: 
rections of legally determinate 
and unalterable obligations by and 
to external parties, e.g. bank dé 
posits and advances, debtors, 
creditors, cash. 


involve politically unacceptable 
and unworkable propositions, Cor 
rections of the values of money 
claims cannot be justified for the 
business sector alone. If corre: 
tion is permitted at all, it must, to 
be equitable, be applied to all kinds 
of claims. Any suggestion that 
it be applied to business alone wil 
meet with opposition from all pr- 
vate persons who owe or hl 
claims, and that means substantt 
ally the whole electorate. If it 8 
applied to all claims, private and 
business transactions would b 
made chaotic; the effects would be 
the same as those induced ly 
hyper-inflationary conditions. 
are not supported by more thal 
an isolated few of the many pr 
tagonists of reform in accounting 
in the last decade. 
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This paper was delivered at the week-end conven- 
tion of the New South Wales Division, Australian 
Society of Accountants, held at Orange in March, 


1955. 


Income Tax and the 
Trading and Profit & Loss Account 


R, E. O’NEILL 


E problem of taxing business 

profits is treated in different ways 
by. different taxing authorities, but the 
result arrived at is broadly the same. 
Examples of the basic approach in dif- 
ferent countries are as follow: 


(a) In Australia, the method of assess- 
ment is to take the assessable in- 
come derived in a year as a basis 
and to deduct therefrom all 
amounts allowable under the Act, 
including the losses and outgoings 
incurred during the year in carry- 
ing on a business. 

(b) In the United Kingdom, it is per- 
missible to determine business 
profits according to commercial 
principles, subject to the dis- 
allowance of certain deductions 
specified in the Act, and then to 
take the profits into the assess- 
able income. 


(ct) In the United States, Section 41 

of the Internal Revenue Code pro- 
vides as follows: 
The net income shall be computed .. . 
in accordance with the method of ac- 
counting regularly employed in keeping 
the books . . :; but if no such method 
of accounting has been so employed, or 
if the method employed does not clearly 
reflect the income, the computation shall 
be made in accordance with such method 
as in the opinion of the Commissioner 
does clearly reflect the income. 

Of the three methods summarised 
thove that adopted in the United States 
i the nearest approach to a business- 
mans concept of profit or income. 

is little to choose between the 
nethod adopted in Australia and that 
in the United Kingdom. In 
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Australia only those items permitted by 
the Act are allowable as deductions 
from the gross or assessable income. 
In the United Kingdom only those items 
prohibited as deductions by the Act are 
disallowed in arriving at the net profit. 
The degree of uniformity achieved de- 
pends upon the relationship between the 
deductions permitted under one Act and 
the items not prohibited as deductions 
under the other. 


Method of Assessment. 


The method of assessment under the 
Australian Act is to take the total as- 
sessable income as a basis and ascertain 
the taxable income by deducting from 
the assessable income all allowable 
deductions. “The plan adopted by the 
legislation for ascertaining taxable in- 
come is to aggregate all gross revenue 
on one side under the description of 
assessable income, and all outgoings 
and allowances on the other side under 
the description deductions,” per Dixon 
J. in American Thread Co. v. F.C. of T. 
(1946), 3 A.LT.R. at page 492. 


To start with gross income and then 
to arrive at taxable income by making 
all permissible deductions is an ap- 
proach which is an exception to the 
general rule adopted in income tax 
legislation throughout the English- 
speaking world. So far as I am aware 
the Union of South Africa is the only 
other country which adopts the Aus- 
tralian approach. Other countries such 
as the United Kingdom, the United 
States, Canada, New Zealand, Fiji and 
Malaya all start with the profits or 
gains of a business, i.e. net profits or 
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INCOME TAX — Continued 


gains. Generally speaking, this differ- 
ence in approach is not material 
although circumstances may arise 
where, whilst there could be no pos- 
sible doubt that a particular receipt 
should be brought to account in ascer- 
taining the net profits or gains, yet it 
might be said that that receipt is not 
within the meaning of the Australian 
Act assessable income because it is not 
gross income. A case based on these 
considerations has recently been heard 
by a Board of Review whose decision 
is still reserved. 


There is in the Australian Act no 
exhaustive definition of income, but it 
has been laid down by the Courts that 
what constitutes income must be deter- 
mined in accordance with the ordinary 
concepts and usages of mankind except 
insofar as a statute indicates the con- 
trary intention. Section 25 provides 
that assessable income shall include the 
gross income which is not exempt in- 
come. Assessable income thus includes 
the gross income of a business. This 
broad description is amplified by other 
provisions. For example, s. 26 speci- 
fies certain amounts that shall be in- 
cluded in the assessable income. 


Gross income in this context does not 
mean gross profit as understood by 
businessmen but refers rather to the 
gross proceeds of the business, namely 
the amount received or receivable in 
respect of sales. Thus sales are to be 
brought to account in accordance with 
general principles as envisaged in s. 25 
(1) of the Act. Similarly authority for 
the deduction of purchases is to be 
found in s. 51, sub-section (2) of which 
provides that “expenditure incurred or 
deemed to have been incurred for the 
purchase of stock used by the taxpayer 
as trading stock shall be deemed not to 
be an outgoing of capital or of a capi- 
tal nature.” To quote again from the 
judgment of Dixon J. in American 
Thread Co. v. F.C. of T. (1946), 3 
A.I.T.R. at page 491: “As they [the 
provisions of Division 3 of Part III] 
apply to a selling business the general 
result is to enable the taxpayer to de- 
duct from his assessable income his 
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expenses and outgoings as a trader jp 
cluding of course such items as. pup. 
chases, freight, insurance, selling 
penses and bad debts.” 


Trading Stock Including Live Stock, 


It might be said that surely the pr 
visions of Division 2, Sub-division B 
which deals with trading stock, require 
the construction of the usual Trading 
Account. I submit this is not so. 


The purpose and it is submitted the 
sole result of Sub-division B of Diy. 
sion 2 of Part III is embodied in sg, & 
All other provisions, with the possible 
exception of ss. 36 and 37, deal with 
the ascertainment of the value of trad 
ing stock. Purchases of trading stock 
are nowhere mentioned; nor are the 
proceeds of sales. The plan of s. 28 is 
to bring into account “in ascertaining 
whether or not the taxpayer has a taz- 
able income” the value ascertained as 
prescribed under Sub-division B of “all 
trading stock on hand both at the be 
ginning and at the end of the year of 
income” (s. 28 (1)). If a comparison 
of the two values at the beginning and 
end of the year reveals a difference 
then that difference is either assessable 
income or an allowable deduction (s. 2 
(2) and (3)). The value of opening 
stock must be the same as the value of 
the closing stock of the immediately 
preceding year (s. 29). 


In the case of live stock the valve 
at the end of the year is its cost price 
or market selling value (s. 32) ; if cost 
price is selected then s. 34 operates t 
determine the “cost price per head of 
natural increase”, It is submitted that, 
strictly read, the relevant provisions 
require that the closing value of live 
stock must be actual cost price of the 
stock on hand modified only through the 
application of the artificial provisions 
of s. 34 to natural increase. Sections 
29, 32 and 34 in combination over 4 
period of years result in an arti 
cost price for opening stock and heme 
in closing stock; but this result is mé 
inevitable and does not spring from the 
terms of the legislation but rather from 
the exigencies of the practical col 
of the taxpayer’s affairs giving rise # 
the so-called “average cost” basis of 
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valuing stock. Strictly the only factor 
atering into the ascertainment of the 
yvlue of live stock at the end of the 
gar is “its cost price”, being either 
atual cost price in the case of stock 
surchased or, in the case of natural in- 
qease, the arbitrary or notional cost 
price.prescribed by s. 34. It would be 
wssible, and would seem to be de- 
nanded by the strict terms of the legis- 
ation, to identify each head of stock 
vith a particular cost price, actual or 
wtional. Hence “purchases” are irrele- 
ant in determining value at the end of 
‘he year except insofar as the cost price 
gf each animal then on hand is equi- 
yarated to its purchase price. The fact 
that in practice the “average cost’’ basis 
(which has no statutory recognition) 
is applied by averaging the aggregate 
dé the value of opening stock, the 
atual cost price of purchases and the 
wtional cost price of natural increase 
inno way extends the express terms of 
the legislation; commonsense and con- 
vnience alone justify the process 
which suffices when both the Commis- 
ioner and the taxpayer are content to 
ise it. 
On the foregoing analysis, it is sub- 
aitted that Sub-division B does not 
tither expressly or by implication re- 
ire the construction of an account 
involving purchases and sales as well 
s opening and closing stocks; all the 
Sub-division provides for and regulates 
8a comparison of the value “ascer- 
tined under this sub-division” of trad- 
ing stock on hand at the beginning and 
ad of a year of income. Decisions of 
English courts on the ascertainment of 
te “balance of profits or gains” are 
tearly inapplicable in making such 
comparison. 
Deductions Allowable. 

_We have dealt so far with the Trad- 
tg Account. Now for the Profit and 

Account. Problems connected with 
he ascertainment of the taxable income 
fa business arise more frequently in 

mining whether or not a loss or 
ntgoing is an allowable deduction than 
idetermining whether or not a par- 
‘ular receipt is assessable income. 
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The broad plan of Division 3 of Part 
III of the Act is to provide for deduc- 
tions in the following manner: 


(a) to set out the order in which the 
deductions are to be allowed where 
there are several classes of assess- 
able income; 


to lay down general principles re- 
garding the deduction of losses and 
outgoings, and to exclude items of 
a capital, private or domestic 
nature; 


to provide expressly for the allow- 
ance of certain deductions not 
otherwise allowable under the 
Act, e.g. depreciation of plant, and 
certain capital expenditure incur- 
red by primary producers; 


to define, restrict or enlarge the 
scope of certain allowable deduc- 
tions, e.g. bad debts and subscrip- 
tions to associations; and 


to specify, in a separate subdivi- 
sion, concessional deductions which 
are allowable, e.g. those for depen- 
dants, and for certain items of 
private or domestic expenditure. 


I propose to deal first with the gene- 
ral deduction provision (s. 51), and 
then with certain specific deductions 
which affect the ascertainment of the 
profits of a business for taxation pur- 
poses. To keep my subject within 
reasonable bounds I must ignore such 
important matters as depreciation, ex- 
penditure on property used for primary 
production, contributions to pension 
funds, losses of previous years and 
lease expenditure and amortisation. 


Section 51 (1) contains alternative 
tests. Losses and outgoings are allow- 
able: 


(a) to the extent to which they are 
incurred in gaining or producing 
the assessable income; or 


(b) to the extent to which they are 
necessarily incurred in carrying on 
a business for the purpose of gain- 
ing or producing such income; 


but in either case a deduction for losses 
and outgoings of a capital, private or 
domestic nature is prohibited. 


(b) 
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Expenditure incurred in carrying on 
a business may qualify for deduction 
under either of the above tests. As de- 
fined in s. 6, “business” includes any 
profession, trade, employment, vocation 
or calling, but does not include occupa- 
tion as an employee. 


Those decisions of the Court which 
have involved consideration of the tests 
prescribed by s. 51 have not, subject to 
what I will say in a moment, revealed 
any fundamental defect in its opera- 
tions. Two of the most important de- 
cisions on the interpretation of s. 51 
are Ronpibon Tin (N.L.) v. F. C. of T. 
(1949), 78 C.L.R. 47; 4 A.LT.R. 236; 
and F.C. of T. v. Green (1950), 81 
C.L.R. 313; 4 A.LT.R. 471. 


Certain items of expense deducted in 
the accounts of a business are not de- 
ductible for income tax purposes be- 
cause they are not “incurred” in the 
year of income. Other items are ex- 
pressly excluded as deductions under 
the Act, for example where they are of 
a capital nature. 


Capital Expenditure, 
Expenses regarded as being of a capi- 
tal nature, or otherwise excluded as an 
allowable deduction under s. 51, take 
various forms. Examples are: 

(a) preliminary expenses of 
panies; 

(b) legal expenses of various descrip- 
tions; 

(c) cost of procuring or renewing 
patents, licences, trade-marks, 
copyrights, etc. ; 

(d) removal expenses; and 

(e) alterations to plant and buildings. 


Legal expenses are allowable deduc- 
tions under s. 51 if they comply with 
the tests therein laid down. Legal ex- 
penses are among the items which raise 
the greatest number of disputes with 
the Commissioner but it would serve 
no purpose to go into the many decided 
cases on this matter. 


Patents, Licences, Trade Marks, Etc. 


Various Commonwealth Acts deal 
with these matters. In general the 


com- 
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statutory life of a patent is ‘sikty 
years but the fee payable in connegtig, 
with the grant of a patent is effect 

for the first five years only. From th 
fifth year onward an annual renew) 
fee is payable or the right lapses. Th 
effective life of a registered design js 
five years but it may be renewed fpr 
two further periods of five years, mak. 
ing fifteen years in all. A separate fe 
is payable for each of the three periods, 


A trade mark may be protected by 
registration for an initial period of 
fourteen years and renewed at interval 
of fourteen years. A fee is payabk 
upon registration and upon each re 
newal. 

Copyright is effective during the lif 
of the author of a work and for fify 
years after his death. It may be pn 
tected by a registration. Only one fe 
is payable. 

It is understood that the Commis 
sioner regards fees and agents’ charge 
in connection with the grant of a patent 
as having been paid for the purpose of 
bringing a capital asset into existence, 
and does not allow a deduction for i- 
come tax purposes. ‘The renewal fe 
payable from the fifth year onwards is 
treated as having been incurred in th 
maintenance of an existing asset and is 
allowed as a deduction under s. 51. 


Removal Expenses. 


The expenses of a removal or trans 
fer of a business from one site to a 
other are generally not an allowabk 
deduction. Thus in Granite § 
Association Ltd. v. Kitton (1905), 
T.C. 168, the company was denied’ 
deduction of expenses in carting 
in which it dealt from an old yan b 
a new, and it was also denied a 
tion of the expenses of taking down ani 
erecting two cranes. 


In Australia, the non-allowance i 
removal expenses has been confir 
by several Board of Review decisiols, 
including 10 C.T.B.R. Case 40, where 
sale yards which had become 
were abandoned and new yards 
on another site; 11 C.T.B.R. Case , 
where station buildings were 4 
on a new site, partly out of material 
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fom replaced buildings; 11 C.T.B.R. 
(ase 62, where a woolshed was moved 
a better site; 12 C.T.B.R. Case 36, 
where a clergyman received an episco- 
pl appointment ; and 12 C.T.B.R. Case 
%, where a medical practitioner 
changed his place of practice. 


In some instances the adverse effect 
of the non-allowance of removal expen- 
ses is minimised by the Commissioner’s 
practice of treating expenditure incur- 
red in the removal and installation of 
pant as constituting part of the cost of 
the plant for depreciation. The same 
treatment is afforded in respect of the 
est of alterations to plant even though 
gach alterations have not added to 
the value of the plant. 


Another frequent cause of irrita- 
tion to taxpayers is the treatment as 
apital expenditure of the cost of 
iterations to buildings. It is frequently 
necessary to alter the layout of build- 
ings by moving dividing walls to cope 
with the changing needs of the busi- 
ness. These alterations do not usually 
aid to the capital value of a building 
but they are nevertheless treated as 
capital expenditure. 


Provisions for Expenditure. 


Perhaps the principal grievance of 
business men against the scope of s. 51 
isthat it does not permit the deduction 
i provisions for future expenditure. 
Probably most business men would be 
prepared to agree that it would be im- 
practicable, because of the scope for 
ibuse, to permit a deduction for a pro- 
vision for contingencies, i.e. for expen- 
titure which might be incurred in the 
fture. Another type of provision con- 
ms that made for expenditure relat- 
ing to the income of the year of income 
vhich is certain to be incurred but can- 
wtbe quantified until later. It is under- 
tod that claims of this nature are con- 
idered by the Commissioner on their 
merits. For example, it is believed that 
the Commissioner is prepared: 


fa) to allow a deduction for a bonus 
due to a departmental manager 
even though the amount of the 
bonus cannot be calculated until 
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the accounts are made up after 
the close of the year; 


to accept a consistent basis of ac- 
counting where the income includes 
payments received for future ser- 
vices, as with sales coupled with 
an undertaking to service the 
articles sold; and 


(c) in arriving at the amount of tax- 
able income in respect of a sum 
received in consideration of future 
services, to allow a deduction of 
the estimated future expenditure 
to be incurred in carrying out ser- 
vices which must be rendered over 
a period of years (London Ceme- 
tery Co. v. Barnes (1917), 7 Tax 
Cases 92). 


In addition to cases of unascertained 
expenditure which is certain to be in- 
curred and to which I have referred 
above, there is the type of case illus- 
trated by the decision in F.C. of T. v. 
James Flood Pty. Ltd. (1958), 88 
C.L.R. 492; 5 A.L.T.R. 579, generally 
known as the holiday pay case. In that 
case it was held, not unexpectedly, that 
an item of expense regarded in business 
circles as a proper debit in the accounts 
for a particular year was nevertheless 
not an “outgoing incurred” within the 
meaning of s. 51 of the Act so that it 
was not a permissible deduction. Whilst 
that case concerned a provision for 
accrued annual holiday pay it is thought 
that the reasoning also applies to the 
much more serious matter of provisions 
made for long service leave which is 
now an obligation imposed on employers 
by legislation in certain states. Prob- 
ably the only real answer to these par- 
ticular grievances would be a specific 
amendment to the income tax law so 
as to allow a deduction for provisions. 
for long service leave. 


Repairs. 

Section 53 allows a deduction for ex- 
penditure on repairs not being expen- 
diture of a capital nature, to business 
premises, plant, etc. In Law Shipping 
Co. Ltd. v. 1.R. Comrs. (1923), 12 T.C. 
621, the Scottish Court of Session held 
that repairs to a ship bought in need 
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of repair were not deductible except to 
the extent of repairs attributable to 
the period during which the ship was 
employed in the company’s trade. This 
case has been regarded by the Commis- 
sioner and Boards of Review in Aus- 
tralia as establishing an unassailable 
principle that any expenditure on initial 
repairs, i.e. expenditure incurred on 
property in need of repair at the time 
of acquisition, is expenditure of a capi- 
tal nature. The high water mark or, 
if you like, the low water mark in the 
application of this so-called “principle” 
is to be found in the decision of Board 
No. 2 in 2 C.T.B.R. (N.S.) Case 18, 
where a rent producing property was 
acquired by two brothers in terms of 
their deceased father’s will. Expendi- 
ture by the brothers in normal painting 
of the interior and exterior of the build- 
ing was held to be of a capital nature. 
My own view is that the Law Shipping 
case was merely a decision on the par- 
ticular facts and that it did not estab- 
lish any principle, but it would seem to 
be highly unlikely that a Board of 
Review could now be converted to that 
opinion unless a favourable decision 
were to be obtained in an appropriate 
case from the High Court. . 


Another category of repairs where it 
is difficult to convince the Commis- 
sioner that the deduction should be 
allowed arises where the materials used 
are different from and substantially 
more costly than those used in the origi- 
nal structure. A determination of such 
cases always depends on the facts, but 
I would urge you not to give in easily 
to any disallowance by the Commis- 
sioner of expenditure incurred in the 
foregoing circumstances. For a very 
interesting case on this matter see 4 
C.T.B.R. (N.S.) Case 122, where Board 
No. 1 by majority allowed a deduction 
of the cost to an hotel of replacing worn 
rubber flooring in the public bar with 
terrazzo tiles. 


A third type of expenditure which is 
regarded as being of a capital nature 
is where renewals resulting in an im- 
provement are effected in lieu of repairs, 
because the repairs would be unecono- 
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mical or otherwise undesirable, Thy 
principle is that where an actual tota| 
expenditure is of a capital nature yo 
part thereof can be apportioned ag being 
notionally on income account. See FC 
of T. v. Western Suburbs Cinemas Lig 
(1952), 86 C.L.R. 102; 5 A.I.T.R. 309, 


Bad Debts. 


Section 63 allows a deduction of debts 
which: 
(a) are bad debts; and 
(b) are written off as such during the 

year of income; and 

(c) have been brought to account by 
the taxpayer as assessable income 
of any year, or are in respect of 
money lent in the ordinary cours 
of the business of the lending of 
money by a taxpayer who carrie 
on that business. 


It is however specifically provided 
that “no other bad debts shall be allow- 
able deductions”. 


Thus, if a claim for deduction under 
s. 63 fails it is not possible to claim it 
under the general provisions of s. 5l. 
In the result bad debts resulting from 
normal business transactions, such as 
advances to employees, customers and 
suppliers, are not normally deductible. 
The provisions of s. 63 should always 
be kept in mind in any case involving 
the sale or purchase of a business, even 
in those cases where a sole trader a 
partnership is transferring a business 
to a private company formed to acquire 
it. Thus, if a sole trader transfers his 
business to a private company it is de 
sirable that he should retain the debtors 
and collect them himself, because 2 
that case he will get a deduction for 
any bad debts in the year in which they 
are written off. On the other handil 
the company takes over the debtors 
even at a discount, the company is nd 
entitled to any deduction for 
which turn out to be bad, because the 
are not debts which have been brought 
to account as assessable income of the 
company; furthermore, the sole trader 
will not be entitled to any deduction 
respect of the difference between ¥ 
face value of the debtors and the dis 
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counted price payable to him by the 
company. 
Losses by Embezzlement, Etc. 

There is a curious gap in the pro- 
visions of the income tax law concern- 

ing the consequences to a_ business 
assets are stolen or otherwise 
improperly dealt with. So far as trad- 
ing stock is concerned any loss is re- 
fected in a reduction of the assessable 
inome by virtue of the reduced value 
of the trading stock on hand at the end 
of the year. A loss of plant or machi- 
nry in such circumstances is met by 
the allowance as a deduction under s. 
539 (1) of the depreciated value of the 
plant “disposed of, lost or destroyed at 
any time in the year of income”. 

There is no provision authorising the 
deduction of losses of assets not being 
trading stock or plant or money. So 
far as money is concerned a deduction 
isallowable only if the loss falls within 
the very restrictive terms of s. 71. 
Under that provision the loss must be 
me incurred through the embezzlement 
or larceny of money which is or has 
een included in the assessable income 
of the taxpayer. In most instances it is 
impossible to identify money included 
in assessable income as distinct from 
ther moneys of the business. It is 
tobe noted also that the section applies 
aly to losses of “money” and does 
nt extend to losses of other negotiable 
instruments. Further, the guilty party 
must be a person employed in the busi- 
ness, 


Retiring Allowances, Etc. 

The allowance as a deduction of re- 
tiring allowances and bonuses paid to 
employees, ex-employees and their 
iependants falls to be determined under 

the general provisions of s. 51 
& the specific provisions of s. 78 (1) 
(ct) of the Act. Under s. 78 (1) (c) a 
deduction is permitted of sums which 
ite paid as bonuses, gratuities or retir- 
mg allowances to employees, ex- 
‘ployees or their dependants. The 
amount is allowable only to the extent 
Which, in the opinion of the Commis- 
sioner, the sum is paid in good faith 
in consideration of the past services of 
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the employee in the employer’s busi- 
ness. Where a claim is disallowed 
under this provision it is important 
that any appeal should be taken to a 
Board of Review and not to a Court 
because only the Board of Review has 
power to review the opinion of the 
Commissioner and the Court has no 
such power. The deduction under s. 78 
(1) (c) is of a concessional nature, and 
one consequence of this is that retiring 
allowances paid for past services can- 
not form part of a loss to be carried 
forward for the purposes of s. 80. 


In contrast with the position under 
s. 78 (1) (c), the allowance of a deduc- 
tion of the above nature under s. 51 
nearly always turns upon the desira- 
bility of making such payments in the 
future interests of the business. Under 
s. 78 (1) (c) it will be noted that a de- 
duction may be allowed of sums paid in 
consideration of past services of em- 
ployees. To that extent s. 78 (1) (c) 
is wider than the provisions of s. 51, 
which looks to the current and future 
activities of the business. The point 
is well expressed in the following ex- 
tract from the decision of the Board of 
Review in 10 C.T.B.R. Case 76: 


It has never been held that a pension or 
other allowance paid by a taxpayer in busi- 
ness to a retiring or deceased director or 
employee or his dependants solely in re- 
spect of past services of the director or 
employee is an allowable deduction under 
income tax provisions dealing with the 
allowance of business outgoings generally. 
Whenever such a payment has been held 
to be deductible the decisions have been 
based on the fact that it was made in the 
future interests of the business. 


The essential condition for the allow- 
ance under s. 51 of any expenditure by 
way of retiring allowances, etc., is that 
the deductions should be made in the 
future interests of a continuing busi- 
ness. Once a connection between the 
purpose of the payment and the further 
pursuit of gain is established the main 
question is whether the payment of re- 
tiring allowances or bonuses is de- 
signed to ensure greater efficiency or 
greater economy or greater harmony in 
working relations and operations. 
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GORDON BRUNS 


Flood Losses of Livestock Moderate— 
The losses of livestock in the recent 
New South Wales floods were appar- 
ently not very severe, largely because 
the weather enabled the animals to be 
treated promptly to avoid the ravages 
of blowfly. The losses by actual 
drowning were comparatively small, 
so that early estimates of 300,000 are 
now reported to be excessive. Much 
property on grazing areas—such as 
fencing and buildings—was_ also lost, 
so that the total figure may be about 
£5 million, according to The Wool 
Digest. 


Fiji Helps New Companies—Provided 
that the Colonial authorities approve 
the industry as contributing to the 
economic development of the Colony, 
a new company in Fiji may be freed 
from income tax on its first £5,000 of 
net profit each year for its first five 
years. Various other devices are being 
adopted to encourage industry, such 
as depreciation allowances for intome 
tax purposes and protection against 
competition. A secretariat has also 
been set up to answer enquiries on in- 
dustrial opportunities. 


Swing in Textiles—Great changes have 
come about in the shares of the total 
world textile market enjoyed by the 
various major fibres in recent years. 
In 1940, U.S.A. mill consumption of 
textile fibres was 81% cotton, but in 
1954 only 68.5% cotton. Wool has 
also lost ground percentagewise over 
the last decade. From around 10% in 
the early ‘forties, wooi provided only 
6.5% in 1954. Silk fell from 0.7% in 
1940 to 0.1% in 1954. The gains, of 
course, have been registered by man- 
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made fibres, mainly rayon and acetate, 
which rose from 10% of the total in 
1940 to 25% last year. 


Royal Commission on Monetary Affairs 
—New Zealand is holding a Royal Com. 
mission to investigate monetary af- 
fairs. The decision to hold such a 
enquiry was, no doubt, stimulated by 
the heavy voting for Social Credit ¢an- 
didates in the election last year. Al 
though these enquiries seem to attract 
the extremists, provision is also being 
made to ensure that the economic sys- 
tem is being thoroughly described and 
explained by competent authorities 
The subject is of such importance that 
a few grains of value will justify many 
reams of evidence. 


N.Z. Capital Issues Grow—The Capital 
Issues Committee in New Zealand ap 
proved nearly £18 million of new 
capital issues during 1954, a sharp rise 
from the £9 million approved in the 
previous year. The issues declined o 
deferred in 1954 were only. slightly 
greater than in the previous year, 
represented less than £34 million out 
of the total applications of more thal 
£21 million. 


Retail Price Moves—The Interim Re 
tail Price Index has been compiled # 
an improvement on the “C’’ Series a4 
measure of retail prices, being 

on the current pattern of retail 

ing. The “C” Series relates to pit 
war spending habits. Comparing i 
March quarter of 1955 with a ye 
earlier, for the weighted average 
the six Australian capital cities, th 
Interim Index shows a rise of mo 
than 3%, while the “C’” Series show 
an increase of less than 1%, 
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Fine Points 


of Commercial Law 
E. H. COGHILL, LL.M. 


Librarian of the Supreme Court of Victoria. 


PROVING A DEBT IN ROUBLES 


HAVE already discussed several 

cases which establish the power of 
the Courts to wind up English 
branches of Russian companies. Now 
comes the question—for what can a 
creditor prove in that winding-up? 
This is considered in Re Russian Com- 
mercial and Industrial Bank (1955), 
1 A.E.R. 75. Here the Bank, incor- 
prated in Russia in 1890, had a 
branch in London. It was dissolved 
by the Soviet some time about Decem- 
ber, 1917, but the English branch con- 
tinued business until a compulsory 
winding-up order was made in 1922. 


At all relevant times, the applicant, 
oe Ronaasen, had a current account 
at the London branch of the Bank 
which was in credit some 36,000 
rubles. (The reason why a London 
acount was kept in roubles and not 
punds sterling is not disclosed in the 
report. ) When the Bank was dis- 
slyed in Russia, roubles were approxi- 
mately 360 to the £, and when the 
oder to wind up the London branch 
was made the rate of exchange was 
about 400,000 to the £. Accordingly, 
ifthe proper rate of exchange was that 
of 1917, applicant could prove for a 
little over £100; if it was that of 1922, 
he could prove for 2/-. (The 1914 
tate was, I think, about 10 to the &.) 


The Court accepted the proposition 
that the rate of exchange of a debt is 
at ruling when the debt becomes due. 
Primarily, as between banker and cus- 
r if payment is not previously de- 
manded the debt becomes due when 
the account is closed, and the dissolu- 
ton of the Bank in Russia must have 
tutomatically closed the account. 
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However, the whole basis of the 
English winding-up order was that the 
London branch had a separate exis- 
tence, extending until the order was 
made in 1922. Applicant had taken 
advantage of this order by seeking to 
prove in the local winding-up, and 
must take things, including rates of 
exchange, as they existed as at that 
date. Accordingly he could prove for 
2/- only. 


BANKRUPTCY AND EXECUTION 


ANKRUPTCY administration is 
based on the rule of “share and 
share alike”. On the other hand, ex- 
ecution for debt is a process of 
“first come first served”. When the 
same person is subjected to both pro- 
cedures, as frequently happens, con- 
flict between these two principles is in- 
evitable, especially when one bears in 
mind the doctrine of “relation back”— 
that the bankruptcy commences with 
the earliest known act of bankruptcy 
within six months prior to the seques- 
tration. Parliament has attempted a 
compromise provision which still leaves 
many obscurities. It is to be found in 
the Bankruptcy Act, section 92. Sub- 
section (1) of that section provides 
that a creditor shall not be entitled to 
retain the benefit of an execution un- 
less he has completed the execution be- 
fore sequestration and before notice of 
the petition or of any available act of 
bankruptcy. 
In McQuarrie v. Jacques, 1955 
A.L.R. 49, the appellant recovered 
judgment against one Bender. The 


‘ sheriff seized Bender’s goods in execu- 


tion of the judgment on 28 April and 
held them till 28 June, when he sold 
them and paid the proceeds, £180, to 
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the judgment creditor. On 17 August 
Bender was made bankrupt and the 
respondent, as official receiver, claimed 
this £180 from the appellant. €lyne, 
J. having decided in favour of the 
official receiver, the creditor appealed 
to the High Court of Australia. 


The catch is this. Bender having 
been made bankrupt in August, the 
bankruptcy “related back” to any act 
of bankruptcy committed by him since 
February—sec. 90. Now, both having 
one’s goods seized and held for seven 
days, and having them sold, are acts 
of bankruptcy (sec. 52 (e) ) of which, 
obviously, the creditor had notice. Did 
they avoid the execution? 


To hold that a creditor, by issuing 
execution, automatically defeats him- 
self by providing an act of bankruptcy 
to use against himself would make 
nonsense of section 92, which obviously 
intends to protect the creditor in some 
cases at any rate. Accordingly the 
Courts have consistently held that 
though the creditor knows of his own 
execution and the sale arising out of it, 
he is entitled to the protection of sec- 
tion 92. One would have supposed 
that the act of bankruptcy, arising out 
of the goods having been held in execu- 
tion for seven days, would be in the 
same position, for the judgment 
creditor and the sheriff cannot sell 
until at least a few days after seizure; 
but this case decides the contrary. 
The debtor, whose goods are seized and 
held for seven days, commits an act of 
bankruptcy; the judgment creditor has 
notice of that act of bankruptcy; and 
accordingly the bankruptcy relates 
back so as to destroy the title of the 
judgment creditor and vest the pro- 
ceeds of the sale in the trustee in bank- 
ruptcy. 


DAMAGES WHEN SALE GOES oF 


S WE all know, the British Sq, 

of Goods Act, which has bea 
copied in all States and in New Je. 
land, provides that when a buyer pm. 
fuses to go on with his contrac 
“where there is an available marke 
for the goods in question the meaguy 
of damages is prima facie to be ascer. 
tained by the difference between th 
contract price and the market price” 


In Thompson Ltd. v. Robinson Lit 
(1955), 1 A.E.R. 154, plaintiffs wer 
motor dealers. Defendants ordere 
from them a Vanguard car, but cap. 
celled the order. At the time, Var 
guards were readily available, th 
post-war shortage having been over. 
come, the price was fixed and plain 
tiff’s profit was also fixed, bein 
£61/1/9. 

Plaintiffs accordingly sued fo 
£61/1/9 damages for loss of this co- 
tract, to be met by the argument that 
as “market price” and “contract price’ 
were the same, plaintiffs had suffered 
no damage. The Court rejected this 
defence. The provision quoted is i 
tended to cover a case where there is 
a tremendous quantity of some com 
modity, like wheat or butter, and there 
are people willing to buy and sell ita 
any time and in any quantity. I 
does not apply to such a case as this, 
where the plaintiffs had lost a sak 
and a profit thereon. Even if the 
could have sold the car to someone elie, 
they would have earned one profit in 
stead of two. Nothing the plaintifs 
could do would alter the fact that th 
defendants had deprived them of om 
sale and one profit which they had 
earned, and for that they must be cot 
pensated. 


Judgment for 
£61/1/9. 


the plaintiff for 


Qo 
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In Defence of 


The Reducing Balance Method 


F. K. WRIGHT 


. D. BARTON, in his essay on “The 

Matching Concept” (The Austra- 
lian Accountant, March, 1955), is 
rather unkind to the reducing balance 
method of depreciation. 


His main objection to the method is 
contained in the following sentence: 
“It violates an accurate matching of 
costs with income because the current 
depreciation charge is not related to 
the use of the asset, and hence to the 
benefits earned.” He also voices seve- 
ral minor objections, to which I shall 
make brief reference later; but my 
main concern in this note will be to 
refute the criticism just quoted. 


In taking up the defence of the re- 
ducing balance method against the 
charges laid by Mr. Barton, I do not 
wish to maintain that it is the ideal 
method of depreciation, or that it is 
invariably to be preferred to the 
straight line method. Like the straight 
line method, the reducing balance 
method is a mathematical formulation; 
and it is not to be expected that a gene- 
ral mathematical formula will corres- 
pond precisely to the characteristics of 
a particular asset. Each of the two 
formulae—the straight line formula 
and the reducing balance formula — 
emphasises some features of the econo- 
= behaviour of assets and disregards 
others. 


Probably the best curve for a good 
Many assets would lie somewhere be- 
tween the two formulae; but the prac- 
tical application of such a curve would 
involve complications that would deter 
all but the most mathematically-minded 
of accountants. If we want to keep our 
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arithmetic simple, we have to choose 
between the straight line and the re- 
ducing balance method. 


Now the feature emphasised by the 
reducing balance method, but disre- 
garded by the straight line method, is 
that the benefits accruing to the owner 
of an asset usually decline as the age 
of the asset increases. There are two 
main reasons for this: deterioration 
and obsolescence. 


The effects of these two factors are 
best illustrated by reference to an asset 
with which everyone is familiar: a 
motor vehicle. The owner of a new 
vehicle expects his maintenance costs 
during the first year of ownership to 
be very low, and the number of days on 
which the vehicle is available for use 
to be very high. As deterioration sets 
in, the maintenance costs go up, the 
reliability goes down, and so does the 
availability factor; obviously this re- 
duces the benefits derived from the 
ownership of the vehicle. 


Over a longer period of time, obsoles- 
cence becomes noticeable. The older 
vehicle does not give the performance 
or fuel economy of the later models, 
however well it may have been main- 
tained. An obsolete vehicle does not 
have the advertising or public relations 
value of a newer one. All these things 
reduce the annual benefits to the owner 
as the vehicle ages. 


Quite a high proportion of assets 
have an economic life cycle similar to 
that of the motor vehicle. Maximum 
benefits in the first year or two, gradu- 
ally declining as the asset ages, call 
for “heavy initial depreciation charges, 
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REDUCING BALANCE METHOD — Continued 


with progressively diminishing charges 
in subsequent years”, to quote Mr. 
Barton’s own description of the reduc- 
ing balance method. This makes non- 
sense of his dogmatic assertion that, 
under this method, “the current depre- 
ciation charge is not related . . . to the 
benefits earned”. 


We can now run rapidly through 
some of Mr. Barton’s other objections 
to the reducing balance method. 


1. “The application of this method 
results in charging part of the capital 
cost of the asset to the first year’s 
operations in addition to the warranted 
depreciation charge.” This argument 
assumes that we already know what the 
warranted depreciation charge is; it 
begs the question by assuming that the 
heavy initial charge under the reducing 
balance method is unwarranted. 


2. “This method must also be con- 
demned for the reason that it can never 
result in the charging of the total out- 
lay on the asset to revenue, i.e. the 
asset can never be fully depreciated, 
even though there may be no scrap 
value. The residual amount still not 
allocated on retirement will rarely coin- 
cide with the scrap value, if any.” 


There are two replies to this argu- 
ment: first, that it is very exceptional 
for an asset to have no scrap value, 
however small; second, that the reduc- 
ing balance method is merely a mathe- 
matical approximation to the economic 
behaviour of many assets, and we can- 
not expect exact correspondence at 
every point. If the formula results in 
realistic depreciation charges during the 
early years of ownership, we should not 
quibble because it gives a residual value 


of £10 after ten years instead of a 
actual scrap value of, say, £5. 


If one wants to be a perfectionist, it 
is just as easy to attack the straight 
line depreciation method on the ground 
that it frequently removes from the 
plant ledger assets which are still going 
strong in the factory. But to judgea 
depreciation method by what it dog 
with the last five or ten pounds of the 
value of an asset is to lose one’s sense 
of proportion. 

8. “The residual balance results 
from the application of an arithmetical 
rule, and does not involve any estimate 
of scrap value.” This is not necessarily 
a feature of the reducing balance 
method. If desired, a depreciation rate 
can be calculated which will reduce any 
given capital value to any given resi- 
dual value over any given number of 
years. But such a rate might lead to 
unrealistic results in the early years, 
We cannot expect a simple mathemati- 
cal formula with only one variable (the 
depreciation rate) to be accurate at 
both ends of the economic life cycle— 
hence we generally make it fit the facts 
at the important end, where the asset 
value is appreciable, and accept any 
discrepancies that may arise at the 
other end, where the amounts involved 
are small (and, incidentally, very diff- 
cult to predict). 

To sum up the case for the defence: 

The objections to the principle of the 
reducing balance method cannot be 
maintained. In practice, there will be 
some assets for which the straight line 
method is more suitable, and some for 
which the reducing balance method 1s 
more suitable; but there is no case for 
rejecting the latter method out of hand, 
on the ground that it violates the 
matching of costs with income. 


QO 
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The Reducing Balance Method 
A Rejoinder 


A. D. BARTON 


R. F. K. WRIGHT has taken to 

task my statement that the appli- 
cation of the reducing balance method 
of depreciation violates an accurate 
matching of costs with income. I com- 
mend him for bringing to my notice the 
need for some modification of my state- 
ment. 

In the allocation of the cost of a fixed 
tangible asset, hereafter referred to 
simply as plant, one fundamental prin- 
ciple must be adhered to. The cost must 
be allocated over the periods constitut- 
ing the plant’s effective working life 
in proportion to the benefits received 
from its use. It is therefore vital to 
predetermine the proportionate bene- 
fits obtainable in each year of the plant’s 
life in order to determine the most ap- 
propriate basis of allocation of the plant 
cost. Rarely will one method of alloca- 
tion fit the benefit pattern of the plant 
perfectly. That method which results 
in the closest approximation to match- 
he cost with the flow of benefits should 

used. 


It is possible, and indeed likely, that 
the flow of benefits will taper off over 
the plant’s life. But this in itself does 
not justify the use of the reducing 
balance method of depreciation, unless 
the benefits do diminish in approxi- 
mately the same proportion as this 
method assumes. Mr. Wright ap- 
parently thinks that benefits do decline 
m such proportions for “quite a high 
proportion of assets.” This is where I 
differ from him. Only in special in- 
stances are plant benefits likely to de- 
dine in the proportions assumed by the 
reducing balance method. 


In the selection of the appropriate 
is of plant cost allocation, certain 
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managerial policies must be taken into 
consideration. These policies, relating 
to repair and maintenance, intended 
intensity of operation, and the retire- 
ment condition of plant, not only enter 
into the estimate of plant life but, in 
addition, into the estimate of the 
periodic spread of the plant benefits 
over that life. 


If it is the policy of management to 
maintain the plant in an efficient operat- 
ing condition during use, to operate the 
plant with fairly equal intensity each 
year, and to replace it when it becomes 
inefficient through obsolescence or wear, 
there should be a fairly even flow of 
benefits from the plant each year. This 
condition of an efficient plant would be 
typical of most items of plant in in- 
dustry. As the depreciation charges are 
a measure of the benefits consumed 
each period, the adoption of the straight 
line basis would be indicated for all 
items of plant being efficiently utilised. 
This assumption of efficient plant must 
always underlie the straight line basis 
of plant cost allocation. 


One of the reasons often used to sup- 
port the reducing balance method is 
that, as repair and maintenance costs 
tend to increase significantly with age, 
the depreciation charges should corres- 
pondingly be reduced in order to even 
out the costs of using the plant over 
its life. In the initial years, the de- 
preciation charge is relatively high be- 
cause the repair costs are low; in the 
later years of the plant's life, repair 
costs are high, so the depreciation 
charge is kept low. This argument, 
however, is based on a misconception of 
the nature of accounting depreciation. 
Depreciation occurs despite the main- 
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REDUCING BALANCE METHOD — Continued 


tenance and repairs which are executed 
to keep the plant in an efficient running 
condition. Depreciation can only be 
made good by replacement. Mainte- 
nance and repair policies enter into the 
estimate of efficient working life. The 
time of expenditure on maintenance and 
repairs should not be used to distort 
the allocation of plant cost over that 
life by coupling these expenditures with 
the depreciation charges. 


The second justification for the use 
of the diminishing balance method is 
that of falling benefits. This is the only 
sound justification for the application 
of this method. However, it is sub- 
mitted that only in unusual circum- 
stances will benefits decline in the pro- 
portions assumed by the reducing 
balance method. The factors reducing 
availability for use mentioned by Mr. 
Wright would not be important enough 
to warrant using the reducing balance 
method in preference to the straight line 
method. P. D. Leake, in Depreciation 
and Wasting Assets, shows that even 
with a range of output up to 36% 
below the maximum output of which 
the plant is capable, the application of 
the straight line method results in an 
infinitely closer approximation to the 
flow of benefits than that which would 
be given by the application of the re- 
ducing balance method.' Leake regards 
this range of output from the plant as 
being excessive, and he suggests that 
such plant would be scrapped. Under 
most circumstances, therefore, the 
straight line method will give a much 
more realistic allocation of plant cost, 
even where the benefits do not accrue 
equally each year, than will the reduc- 
ing balance method. Furthermore, in 
the example of motor vehicles which 
Mr. Wright quotes, the mileage-run 
basis would give a much more accurate 
allocation of depreciation charges than 
would either the reducing balance or 
straight line methods. This basis would 





1. P. D. Leake Depreciation and Wasting 
Assets (Fourth Ed. Pitman, London, 1923, 
page 63). 
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automatically allow for changes in the 
availability-for-use factor. 


The basis of my objections to the 
use of the reducing balance method are 
agreed to by Mr. Wright himself when 
he says “. ... a depreciation rate can 
be calculated which will reduce any 
given capital value to any given residual 
value over any given number of years. 
But such a rate might lead to unrealis- 
tic results in the early years,”? and, | 
might add, in the later years. To illus 
trate Mr. Wright’s point, consider the 
simple example of an item of plant 
which costs £1,000, has an estimated 
efficient life of five years, and has no 
significant residual value on retirement. 
Under the straight line basis, a rate of 
20% per annum is required, but under 
the reducing balance method the de 
preciation rate must be 60% per an 
num, to allocate the major proportion 
of the £1,000 over the five years. 


The annual depreciation charge under 
each method would be:—- 
Straight Line Reducing Balance 
Method Method 
1 £200 £600 
2 200 240 
3 200 96 
4 200 38 
5 200 15° 


The application of the reducing 
balance method results in charging the 
greatest proportion of the plant’s cost 
to revenue in the first two years. If 
the depreciation charges made in the 
later years are indicative of the bene 
fits derived from the use of the plant 
in those years, then the plant must be 
extremely inefficient. Even in the third 
year, the benefits produced are assumed 
to be less than one-sixth of the benefits 
produced in the first year. To assume 
such an unequal distribution of bene 
fits over the plant’s effective life it- 
volves an inherent contradiction in one’s 
reasoning. The plant cannot be eff 
cient in the later years of its life under 
the reducing balance assumption of ser- 
vice flows. If it is as inefficient in these 





2. My italics. 
3. Plus an additional £11 to allocate the total 
cost of the plant if necessary. 
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REDUCING BALANCE METHOD — Continued 


years as this method suggests, then it 
aie have already been replaced by 
new plant in order to maintain produc- 
tion. 

The other important point to be 
drawn from the above illustration is 
that the reducing balance method re- 
quires approximately three times the 
straight line rate of depreciation to al- 
locate a given amount over a given 
period of time, where residual value is 
not important. This rule applies whether 
the asset is to last five years or fifty 
years. For most items of plant, it would 
be extremely doubtful if such a high 
rate in comparison with the straight 
line rate would ever be warranted. 


As the residual value rises in propor- 
tion to original cost, the severity of the 
reducing balance method declines. Here, 
though, one of the fundamental assump- 
tions about retirement policy will be 
different. A policy of very early retire- 
ment would have to be in use, in which 
case the resale value could be high in 
relation to original cost, before the rate 
required by the reducing balance 
method becomes a reasonable one in 
comparison with the straight line rate. 
My statement in The Matching Concept 
which Mr. Wright has attacked does 
need some qualification to allow for 
this special circumstance of sale of 
plant well before its effective working 
life has come to an end. But this does 
not mean that the reducing balance 
method is to be preferred to the straight 
lime method in such a case. 


Another circumstances in which the 
reducing balance method might justi- 
fably be used is where the plant is 
maintained as standby or emergency 
plant in the later years of its life. Here, 
the uniform intensity of use assump- 
tion has to be modified. But the straight 


line method can be adjusted to allow 
for the relatively low benefits given by 
standby plant because of its low rate 
of activity. 


In conclusion, the application of the 
reducing balance method would result 
in the distortion of periodic results ex- 
cept where: 


(i) the asset is of a very unusual type 
and the benefits do decline sharply 
at first; 


(ii) a policy of early sale is in vogue 
and the plant has a high resale 
value; 


(iii) the plant is to be used as standby 
plant in the later years of its life. 


Periodic results are distorted through 
the charging of excessive depreciation 
in the initial years of the plant’s effec- 
tive working life and insufficient de- 
preciation in the later years of its life. 
The application of this method violates 
the matching principle because the 
benefits from the use of plant would 
rarely fall in the proportions presup- 
posed by this method. A graph of the 
typical benefit flow would give a gently 
sloping curve concave to the origin, 
whereas the reducing balance method 
gives a curve convex to the origin. The 
reducing balance method therefore as- 
sumes the wrong flow pattern of dimi- 
nishing benefits. The straight line 
method gives a far closer approxima- 
tion to the typical pattern of benefit 
flows. The authority on depreciation in 
the Cost Accountants’ Handbook sums 
up my own view of the reducing balance 
method when he says: “The only argu- 
ment supporting such a method is that 
of conservatism.’”* 





4. T. Lane (ed.) Cost Accountants’ Hand- 
book (Ronald Press, New York, 1944, 
page 1223). 
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Responsibility for preparing these notes, which it is in 
will appear as a regular feature of The Australian A 


tant, 


now been taken over by the fore, ae of the 


Department of Accounting in the University o 

The last instalment of notes (Australian Accountant, Sep. 
tember, 1954) brought the review of overseas journals up 
to about June, 1954. The present notes bring the review yp 
to September, 1954. A further instalment to be published 
in the next issue will bring it up to December, 1954. 


Current Problems 
Discussed in Overseas Journals 


A Visitor’s Impressions 


Australians are usually eager to 
know how overseas visitors are im- 
pressed by their land. In The Ac- 
counting Review, July, Mary E. 
Murphy gives an interesting account of 
her visit to Australia and New Zea- 
land in 1953, and a balanced appraisal 
of accountancy in these countries. 


Accountants and National Prosperity 


An article of general interest on the 
Accountant’s Contribution to Increased 
(National) Prosperity appears in the 
July issue of The Cost Accountant. 
The writer, H. J. Furness, presented 
the views stated in the article to the 
25th National Cost Conference held at 
Southport, England, in May 1954. He 
is of the opinion that the accountant 
can do much to conserve material re- 
sources, to improve labour productiv- 
ity, to assist in operational research 
and to guide marketing and selling ef- 
fort, by making an intelligent study of 
general and specific economic condi- 
tions. 


Relations with Other Professions 


The lawyer-accountant dispute in 
the United States, over the account- 
ant’s right to engage in taxation prac- 
tice, is the subject of an editorial in 
The Journal of Accountancy, August. 
The decision in Agran v. Shapiro is 
seen as a serious threat to accountants. 
In that case an accountant was held to 
have engaged in unauthorised practice 
of law because he negotiated with the 
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revenue authorities (on behalf of 
clients) on a question involving the in- 
terpretation of statutory language. 

P. C. Taylor, in the N.A.C.A. Bulletin, 
August, lists some common causes of 
ill-feeling between accountants and e- 
gineers and makes some shrewd sug- 
gestions for removing these causes, 
W. E. Herrmann, in the same issue, 
gives a sales manager’s outlook on 
forecasting, costing and pricing. He 
contends that some accountants lack a 
broad business outlook because they 
have restricted themselves too closely 
to the job of accounting. 


The Accountant in Industry 

M. A. Moore, writing on the Grow- 
ing Responsibilities of the Industrial 
Accountant, in the N.A.C.A. Bulletin, 
August, highlights the need for a 
executive approach to the problems of 
cost control, pricing, forecasting and 
inventory control: the cost accountant 
must operate in these fields as 4 
full-fledged member of the manage 
ment team. 

A. H. Smith, in an address entitled 
Today’s Challenge, N.A.C.A. Bulleta, 
August, indicates some of the wider 
fields with which the cost accountant 
of today must be familiar if he is # 
be fully effective as a member of the 
management team: company oper 
tions and organisation, industry cond- 
tions, market analyses, economic fore 
casting, and government policies. 

Glenn A. Welsh discusses the col 
troller’s function in The Journal of 
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CURRENT PROBLEMS — Continued 


Accountancy, July. The writer sees 
toep management as having three func- 
tions—planning, organising and con- 
trolling; the controller as a member of 
top management should have a man- 
agement outlook rather than an ac- 
counting outlook. Nevertheless his 
basic training should be in accounting, 
but should include courses in manage- 
ment and statistics. Another article 
on the controllership function, by J. L. 
Peirce, in The Controller, September, 
distinguishes controllership from man- 
agement, and defines controllership as 
the guiding force implementing the de- 
cisions of management. 


In The Canadian Chartered Account- 
ant, August, G. Moller, on How Ac- 
countancy Influences Credit Policy in 
Industry and Business, stresses the 
need for co-operation between the ac- 
countant and the credit manager. To 
set and carry out a credit policy that 
will maximise the firm’s profits, he 
suggests the use of certain accounting 
services and statistics. 


Professional Organisations 


The Accountants’ Magazine, July, is 
acentenary celebration number mark- 
ing the fact that the Institute of Char- 
tered Accountants in Scotland, the 
ddest organisation of accountants in 
the world, celebrated the centenary of 
its predecessor institutes (those of 
Edinburgh and Glasgow) in 1954. 


The Profession of Accountancy in 
the United States is discussed by 
N. A. H. Stacey in Accounting Re- 
search, July. He describes its de 
velopment, organisation and structure, 
and makes relevant comparisons with 
the English profession. In Britain, 
professional accountancy began with 
the establishment of the first profes- 
ional society, the Society of Account- 
ants in Edinburgh in 1854. However, 
public accounting as a profession in 
the United States was first recognised 
by state action. New York State 
passed the first certified public ac- 
tountant law in 1896. By 19538, the 
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number of certified public accountants 
had grown to 50,000, while the total 
number of accountants in the United 
States exceeded 300,000. On a per 
capita basis, the number of account- 
ants in the States is double that in 
England. 


Accounting Theory 


The method adopted by the Ameri- 
can Institute of Accountants for de- 
veloping accepted accounting standards 
is described by John W. Queenan in The 
Journal of Accountancy, July. The 
A.I.A. does not make official pronounce- 
ments, but its committee on accounting 
procedure issues periodical bulletins, 
whose authority stems from the quali- 
fications and standing of the commit- 
tee members and from the substantial 
agreement that must be reached in 
committee before a bulletin is pub- 
lished. He believes that the A.I.A.’s 
method is preferable to the alternative 
of making mandatory pronouncements 
which would be binding on the mem- 
bers of the Institute. 


In recent years the entity theory has 
given rise to some discussion. In The 
Accounting Review, July, W. Suojanen 
presents the enterprise theory of the 
firm as more in keeping with the 
growth of larger corporations and as 
more fruitful than the “relatively 
sterile legal concept of the ‘entity’.” 
From acceptance of the enterprise as 
an institution “its operations should 
be assessed in terms of its contribu- 
tion to the flow of output of the com- 
munity”. This can be achieved by in- 
clusion with the published reports of 
supplementary income data in the 
“value added” form with which social 
accountants are familiar. 


Accounting and Price Level Changes 


The future of financial reporting in 
the light of changing price levels is 
discussed by Jerome Snyder in The 
Accounting Review, July. He claims 
that 46% of corrected net income for 
the years 1946-51 was “fictitious” pro- 
fit. Because of the variety of solutions 
that have been suggested he warns of 
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the “danger that we will wait for 
agreement and end up doing nothing”. 
He believes that the least that might 
be agreed upon is the use of footnotes 
to present accounting reports. A more 
comprehensive solution would take the 
form of supplementary statements 
based on replacement cost or current 
value in reports for management, and 
the use of an index of general pur- 
chasing power in published reports. 


Another contribution to the problem 
of accounting for price changes is pro- 
vided by K. Engelmann in the same is- 
sue of The Accounting Review. He 
claims that all values in the enterprise 
are relative to the performance of the 
specific services for which the enter- 
prise was established. This should 
not lead to any adjustment to asset and 
liability accounts, which are best ex- 
pressed at historical cost. But, he 
claims, business income does need to 
be re-defined on a replacement basis if 
the enterprise is to continue rendering 
profitable services to society in the 
same quality and quantities as before. 


In the same issue further sugges- 
tions on accounting for price changes 
are made by A. B. Carson. He recom- 
mends that supplementary comment 
should, for the present, be limited to 
(i) profit distortion, (ii) losses arising 
from holding cash and claims to cash 
and (iii) gains from discharging long- 
term liabilities. He shows how the 
funds statement can provide the work- 
sheet for the necessary calculations. 


In The Accountants Journal (Lon- 
don), September, an example is given 
of an English company, Allied Iron- 
founders Limited, which revalued its 
fixed assets to bring their values into 
line with current prices. Both the his- 
torical cost and current replacement- 
cost figures are shown in the balance 
sheet. Depreciation is calculated on 
both the historical cost and replace- 
ment-cost bases, the additional depre- 
ciation required for the replacement- 
cost basis being met out of reserves. 
In this way, the historical-record basis 
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of accounting is preserved, and. map. 
agement and shareholders are enabled 
to see the extent of profit retention 
necessary for the financing of fixed. 
asset replacement. Unfortunately, the 
reports are not published in the Jour. 
nal. 


The September edition of The South 
African Accountant includes an inter- 
esting article by J. C. Laight entitled 
Fluctuating Price Levels in Relation 
to Accounts. In answer to the criti- 
cism that “in times of rising prices 
existing accounting conventions fail to 
provide adequately for the replacement 
of assets consumed, thereby causing 
profits to be overstated”, he suggests 
that the accountant should properly 
concern himself with “the charging 
against current revenue of that por- 
tion of the values of various assets 
which has been wholly or partly con- 
sumed during the period of account- 
ing’. By “values” the writer means 
original cost, because he goes on to 
say that “once the accountant leaves 
the solid ground of historical fact, he 
assumes the mantle of a _ prophet’. 
“The provision of the necessary finance 
to replace assets . . . (when) finally 
consumed, so that the real capital is 
maintained intact” is, he says, the 
function of the entrepreneur. Account- 
ing and economic concepts of income 
and of the valuation of fixed assets are 
compared. 


Management Accounting 


In a great many businesses, the pro- 
gramme of accounting and statistical 
reports for management, once insti- 
tuted, is not subject to any further re 
view. G. W. McRoberts (Reports for 
Management) in Cost and Manage 
ment, July-August, doubts whether in 
many cases management is receiving 
the maximum possible information m 
the most concise and easily read form. 
On the other hand, he maintains that 
management often does not know 
information it should be getting. The 
problem of straightening out the re 
porting programme is one for the a 
counting department; having done 
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this, it should make a regular periodical 
nexamination of the whole system 
of reports. In his consideration of 
this problem the writer brings out 
many of the fundamental principles of 
report designing. 

In the N.A.C.A. Bulletin, August, 
k. E. Longenecker writes on Reporting 
—For Profit’s Sake. This prize-win- 
ting essay lists five points which make 
for effective reporting in the Arm- 
strong Cork Company: sound organisa- 
tion structure, direct costing, profits 

ed as a percentage of capital 
employed, comparison of actual against 
forecast, and effective presentation. A 
hypothetical case study illustrates 
these points. 

B. Basson, in the N.A.C.A. Bulletin, 
September, makes a Review of Inter- 
nal Reports—and Reporting. He lists 
nine financial and twelve operating re- 
prts which will be found useful in 
most organisations, and discusses their 
content, purpose, and presentation. 
The same issue contains a discussion, 
ed by M. P. Cass, on Reports to Man- 
agement, with the following sub-head- 
ings: Helping Management Understand 
Accounting Reports, Techniques for 
Improving Effectiveness of Reports, 
and Achieving Timeliness of Reports. 


In The Controller, September, T. H. 
Casson, dealing with return on invest- 
ment as a management aid, defines the 
“investment” on which the rate of re- 
turn should be calculated. 


_ The utility of management account- 
ing in a period of declining business 
ativity is discussed by W. Kopta in 
The Accounting Review, July. He 
claims that, during such a period, ef- 
fective management is more necessary 
than ever, and indicates ways in which 
the controller can root out the excesses 
and inefficiencies that have crept into 
business over the past decade of ex- 
wowing output and incentive-reducing 


Budgeting 
R. D. Richardson, writing on Man- 
agement Planning and Control Through 
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Budgets in. Cost and Management, 
September, describes difficulties which 
were encountered in operating effec- 
tive budgetary control over the opera- 
tions of a large electrical-goods manu- 
facturer. Decentralisation of control 
was resorted to and the company 
adopted the standard budgeting tech- 
niques used by its counterpart in 
U.S.A. After two years’ experience of 
the revised budgeting methods, the 
writer sets out a résumé of the points 
which appear to him to warrant atten- 
tion if a budgetary-control system is 
to be successful. 


With competition in business becom- 
ing keener, the time to pay attention 
to reduction in costs is before difficul- 
ties are encountered, not after. An- 
thony A. Kasper, in Cost and Manage- 
ment, September, describes a  pro- 
cedure of forecasts and integrated bud- 
gets which operates in his company. 
The predetermination of overall and 
sectional results provides the “spring- 
board from which a programme of cost 
reduction is developed”. The profit 
contribution of each product is criti- 
cally examined and “marginal pro- 
ducts” are carefully reviewed for cost 
details and price structure. Definite 
cost reduction programmes are then 
prepared for specific products; each 
avenue of cost reduction becomes a 
separate project, all projects are evalu- 
ated and a priority established and, as 
each project is carried out, detailed re- 
cords and reports are prepared of its 
cost and the operating savings effected. 


N.A.C.A. Bulletin, September, con- 
tains a report of a discussion on bud- 
geting, led by J. B. Heckert. Among 
the matters discussed are organisation, 
short-term and long-term forecasting, 
cost control through budgets, and bud- 
get-based incentives. 


E. K. Higley, in The Internal Audi- 
tor, September, defines budgetary con- 
trol as “planned operations for profit’’. 
He discusses the requirements and ad- 
vantages of budgeting and describes 
the budgeting procedure adopted in his 
own company. 
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In the N.A.C.A. Bulletin, July, D. P. 
Beaudry Jr. describes a systematic ap- 
proach to the preparation of a capital 
budget. He relies principally on the 
rate-of-return criterion, and his ap- 
proach is similar to that of Terborgh 
(Dynamic Equipment Policy, McGraw- 
Hill, 1949) whose formula he criticises, 
however, on the grounds that it is too 
mechanical. He stresses the import- 
ance of including all costs, of allowing 
for obsolescence, and of clearly defin- 
ing top-management policy. 


J. W. Mack, in the N.A.C.A. Bulle- 
tin, August, deals more briefly with the 
organisation of a capital budget, and 
gives a detailed case study of a car 
fleet. 

During the period of gradual infla- 
tion which we have experienced over 
the past twenty years, one of the most 
pressing problems of the small manu- 
facturer has been that of maintaining 
a cash position adequate to meet cur- 
rent obligations. In Accounting Re- 
view, July, R. Wasley illustrates the 


preparation of a progressive cash bud- 
get for such a business. - 


Standard Costs 


R. W. Day, Purchased Parts Vari- 
ance Accounting, N.A.C.A. Bulletin, 
September, describes the system used 
by an electronic-equipment manufac- 
turer for matching variance on pur- 
chased parts with the particular job, 
product line, or contract, to which the 
purchases relate. 


In the same issue, T. S. Dudick, 
Making Standard Costs Acceptable to 
the Shop, claims that close consultation 
with shop personnel has resulted in 
more informative variances, better clas- 
sification of costs into fixed and vari- 
able, and better choice of cost centres. 


The same issue also reports the pro- 
ceedings of a discussion on Standard 
Costs, led by A. C. Chubbuck, which 
ranged over the topics of normal 
capacity, standard setting, dealing with 
overtime and set-up time, disposal of 
purchase-price variances, and fre- 
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quency of changing labour-time stap. 
dards. 

In The Illinois Certified Public Ag. 
countant, June, Joseph Pelej, in am 
article entitled A Case Study of Effee. 
tive Standard Costs, discusses ways tp 
obtain the support of operating man. 
agement in establishing and adminis. 
tering a standard-cost system. 


Direct Costing 

A simple, straightforward presen- 
tation of the principles of direct cost. 
ing appears in the August issue of The 
Accountants’ Journal (N.Z.). The 
author, R. C. Kircher, enumerates the 
advantages of direct costing and sug- 
gests minor modifications. 


In the N.A.C.A. Bulletin, August 
L. A. Doyle criticises some features of 
direct costing, and suggests modifica. 
tions to bring it more closely into line 
with economic theory. He points out 
that the line which separates direct 
from indirect costs does not necessarily 
coingide with the line separating 
volume costs from period costs; in the 
author’s view, the latter distinction 
should be used in preference to the 
former. 


N.A.C.A. Bulletin, September, con 
tains an account of a discussion @ 
direct costing. The discussion group 
rejected a proposed definition of direct 
costing based on the distinction be 
tween direct and indirect costs, and 
accepted instead a definition which de 
scribes it as “a method of costing 
under which the product is charged 
with only those costs which vary with 
volume and pertain to the product pro 
duced, those costs which are a func 
tion of time rather than volume of 
production being excluded from the 
cost of the product’. 


W. R. Wright, in The Controller, 
August, deals with basic cost account 
ing (direct costing) in an article e& 
titled Better Management Controls 
through Direct Cost. The art 
shows, with the aid of mathematical 
tables, how direct costing avoids dis 
tortion of operating results through 
volume changes. 
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Accounting for Small Businesses 


It is often suggested that neither 
sandard nor marginal costing, nor 
any other of the “advanced” costing 
tehniques, is as applicable to the 
small business as to the large concern. 
Discussion of this point is one of the 
main themes in articles on the Influ- 
eee of the Size of a Business on Cost- 
ing Techniques, in The Cost Account- 
at, August, by J. L. Hilton, H. P. 
Court and J. A. Scott. The writers 
are unanimous in agreeing that any 
esting technique can be applied to the 
smallest business and that only the 
degree and complexity of application 
vary with increase in size of the busi- 
ness entity. 


Cost Accounting 


The Cost Accountant, September, re- 
produces a paper on the Contribution 
of Marginal Costing to Present-Day 
Problems, originally delivered by 
W. E. Harrison to the National Cost 
Conference at Sheffield in 1948. This 
interesting and well-written article is 
insome respects a plea for a fair trial 
for marginal costing, and sets out in 
detail the various uses of the costs 
produced by marginal-costing methods. 


W. J. Vatter, who is due to visit 
Melbourne as a Fulbright lecturer in 
june, writes on Tailor-Making Cost 
Data for Specific Uses, in the N.A.C.A. 
Bulletin, August. The fact that dif- 
ferent costs are required for different 
wes is illustrated in some detail, with 
mascular reference to differential 
cos 


N.A.C.A. Bulletin, July, includes a 
series of four addresses on the subject 
of cost control and reduction. N. St. 
Peter, in his opening address, surveys 
the field and deals with control of 

production costs. L. J. Soren- 
“a then discusses quality control, 
maintenance and repair costs, and the 
‘pital-replacement programme. His 
teommendation for control of main- 
mance and repair costs is to decen- 
Walise the maintenance men, and pay 

an incentive based on the down- 
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time saved in the departments to which 
they have been allotted. 


D. S. Moffitt, on distribution costs, 
divides them into the two categories of 
order-filling and order-getting. The 
cost accountant’s usual techniques are 
well suited to the order-filling opera- 
tion; their detailed application is de- 
scribed in a research report in the 
N.A.C.A. Bulletin, August. But a 
different approach is needed for suc- 
cessful control of order-getting costs, 
and Moffitt pleads for a greater ac- 
counting contribution to advertising 
budgets. 


K. Y. Siddall, on administrative and 
staff costs, suggests a three-part pro- 
gramme. Cost reduction may be 
achieved, in some cases, by supplying 
less historical information to manage- 
ment and by supplying it less promptly. 
The emphasis should be on accounting 
for the future; once management has 
acquired confidence in the reliability 
of the accountant’s forecasts, the pre- 
paration of exact historical figures 
ceases to be very urgent. The second 
part of Siddall’s programme consists 
of administrative procedures to con- 
trol the staffing, remuneration and pro- 
cedures of the administrative depart- 
ments. The third part is the applica- 
tion of methods engineering to the of- 
fice, and calculation of efficiency fig- 
ures based on standard performance. 


E. 8S. Lecky, in the N.A.C.A. Bul- 
letin, August, gives many examples of 
cost reductions which have resulted, 
not from any cost-control system, but 
from cost-conscious people looking for 
savings in the less obvious places. 


The N.A.C.A. Bulletin, September, 
contains summaries of discussions at 
Chicago in June of. cost-accounting 
problems experienced in the following 
industries:—mass production—durable 
goods; mass production—soft goods; 
job-order industries; processing indus- 
tries; service industries; finance and 
insurance industries; and wholesale 
and retail merchandising. 


Donald E. Chapman, on Improving 
Cost Control, in Cost and Management, 
July-August, gives an account of the 
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action taken by one company to im- 
prove cost-control methods in two ser- 
vice departments in which labour costs 
had remained constant despite marked 
changes in the output of the company 
as a whole. 


In The Controller, September, R. A. 
Martin, Controller of the Standard Oil 
Company, describes his company’s 
methods of dealing with the problem 
of controlling the cost of an adequate 
accounting service. 


Seven-Segment Application of Plant 
Burden, by H. C. Arnold, in the 
N.A.C.A. Bulletin, July, describes the 
orthodox system of manufacturing- 
expense allocation in use at the 
Rochester camera works of the East- 
man Kodak Company. 


Distribution Costs 


“Fundamentally, the accountant and 
the sales manager have never learnt 
to talk each other’s language.” Co- 
operation and understanding between 
the two is vitally necessary, however, 
and it is up to the accountant to set 
up and maintain sharp tools for meas- 
uring sales performance and with them 
to demonstrate to the sales manager 
that the information provided can help 
considerably in the formulation of 
sales policies. Harold E. Gannon, in 
an article entitled Accounting for 
Sales in Cost and Management, July- 
August, asserts that close co-operation 
between these two executives is vital. 

J. D. Edwards, on _ Distribution 
Costs, in The Cost Accountant, August, 
feels that accounting for distribution 
costs has not been developed to the 
extent warranted by their importance. 
There is certainly a lack of standardisa- 
tion of distribution methods and ac- 
tivities and, because of this, more dif- 
ficulties exist with distribution costing 
than with production costing. There 
are major difficulties in collecting basic 
cost data for distribution activities, 
but the writer maintains that these can 
be overcome and that the classification 
of costs should be primarily under- 
taken on a functional basis, followed 


220 


by a secondary classification 

to products, territories, etc. The set. 
ting of distribution cost standards js 
essential to enable a comparison to be 
made between actual and standard, 


Case Studies in Management and Cos 
Accounting 

W. J. Schroeder Jr., Cost Account. 
ing for a Local Cartage Company, 
N.A.C.A. Bulletin, July, uses a three 
way classification of costs :—cost 
varying with truck-hours worked, 
costs varying with number of truck 
owned but not with hours worked, and 
fixed costs. The middle group, which 
he calls semi-variable, comprises out- 
of-pocket truck expenses, truck de 
preciation, and operating supervision. 

In the N.A.C.A. Bulletin, September, 
L. C. Smith describes an application of 
standard costing to a zinc mine, while 
M. C. Benton, writing on Terminal 
Costs Control in Trucking Operations, 
develops six operation ratios for man- 
agement control. C. R. Cooper de- 
scribes a system of recording and re- 
porting maintenance costs. 

R. N. Masimore, in the N.ACA. 
Bulletin, August, suggests various 
ways of making better use of time 
keepers. These include reporting m 
factors affecting costs in the produ- 
tion area which would otherwise ap- 
pear only as unexplained variances. 

R. W. Kindley, Converting Parts 
Cost to Completed Plane Basis, 
N.A.C.A. Bulletin, September, de 
scribes an application of punched cards 
to the calculation of a current overall 
control figure—the cost of one com- 
pleted aircraft—from thousands of a- 
tuals for individual parts. 


Inventories 

R. F. Czinger, in The Internal Auuli- 
tor, September, suggests that the i- 
ternal auditor should concern himself 
with such aspects of inventory verili- 
cation as efficiency of storage 
materials and obsolescence; he shou 
not merely verify book stocks with 
physical stocks. 

In the N.A.C.A. Bulletin, July, J.B 
Kempster and W. V. A. Clark describe 
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and discuss five approaches to the 
lem of inventory control :—turn- 
over figures, study of work-in-process 
(especially in relation to production 
planning and plant layout), calculation 
af economic-lot sizes, analysis of the 
gystems used for production and in- 
ventory control, and operations re- 
sarch and mathematical program- 
ming. 
The September issue of the N.A.C.A. 
Bulletin contains an account of a dis- 
cussion on inventory control and valu- 
ation. Speakers stressed the intimate 
connection between inventory control, 
production planning, and sales fore- 
casting. 

In Accounting Research, July, 
Myron J. Gordon, on LIFO and Stan- 
dard Costs, discusses the integration 
of a standard-cost system with the 
LIFO method of inventory valuation. 
By comparing the LIFO value of stock 
on hand with the current standard cost 
of that stock, a price-index number can 
be calculated. This index number is 
then applied in the management re- 
ports to distinguish earned income 
from inventory profits resulting from 
rising price levels. LIFO values are 
not generally used in reports to man- 
agement, and the fairly widespread use 
a LIFO in U.S.A. is attributable to 
taxation advantages. 


The Accountant, September 4, con- 
tains a review by T. J. Sophian of a 
series of legal decisions on whether 
stock transferred between two com- 
monly owned businesses should be 
valued at cost or market price. 


Mechanised Accounting 


A revolutionary development in ac- 
counts mechanisation, Integrated Data 
Processing, is described by H. F. van 
Gorder in the N.A.C.A. Bulletin, Aug- 
ut, The U.S. Steel Corporation uses 
a five-channel punched communication 
tode to link its accounting machines 
throughout the United States. Data 
are recorded on tape, which is mailed 
or teletyped, according to the degree of 
Wgency. Within offices data are trans- 
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mitted from one piece of office equip- 
ment to another by the “common lan- 
guage” of the punched tape, which all 
machines are adapted to read and 
write. 

In the same issue, J. M. Theis dis- 
cusses the Practical Application of 
Electronic Equipment to Accounting 
under two headings: applications in 
which computers take over existing 
jobs, because of the large volume of 
similar calculations (e.g. payroll pre- 
paration); and applications in which 
computers do jobs that were not done 
before because they were too costly 
and bulky. 


In the N.A.C.A. Bulletin, Septem- 
ber, What We Use Our Computer For, 
by F. E. Welsh of U.S. Gypsum Com- 
pany, contains examples of both kinds 
of application. The most interesting 
of these is the invoice audit, in which 
the computer picks out those invoices 
which contain wrong prices and those 
which represent uneconomic shipments. 


J. Gallagher, Costing and Managing 
the Tabulating Installation, N.A.C.A. 
Bulletin, August, applies ordinary pro- 
duction scheduling and costing to the 
operation of punched-card installa- 
tions. 


In the August issue of The Account- 
ants’ Journal (N.Z.), an_ excellent 
article entitled Electronic Abacus dis- 
cusses the operations, advantages and 
disadvantages of the computer. In 
The Accounting Review, July, M. L. 
Hurni deals with some implications of 
the use of electronic computers in in- 
dustry. A brief layman’s explanation 
of how electronic computers operate is 
given by Joseph Pelej in The Journal 
of Accountancy, July. The writer em- 
phasises the importance of accountants 
and auditors keeping abreast of de- 
velopments in the application of elec- 
tronics to office procedures. Paul 
Kircher in The Controller, August, 
discusses the accounting problems in- 
volved in the installation of electronic 
office devices. In the same issue, 
W. B. Hanson tells how “electronic 
thinking” can assist in streamlining 
and clarifying clerical procedures. 
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“Electronic thinking” need not, he 
claims, await the installation of elec- 
tronic equipment. 


Business Finance 

A. W. Currie, in The Canadian Char- 
tered Accountant, September, dis- 
cusses factors influencing decisions on 
the amount of earned profits that 
should be retained in a business. 


F. J. Muth, in The Controller, Aug- 
ust, discusses the advantages and dis- 
advantages of leasing fixed assets as 
compared with their outright pur- 
chase. 


Internal Auditing 

M. B. T. Davies, in The Internal 
Auditor, September, sets out the nor- 
mal duties of the internal auditor re- 
garding capital expenditure, but sug- 
gests that mere vouching is insuffici- 
ent. The internal auditor should con- 
cern himself with such aspects of 
capital expenditure as the effect of 
these expenditures on corporate pro- 
fits. In the same issue, E. F. Ratcliff 
shows how the functions of the in- 
ternal auditor may (and in fact 
should) be extended to embrace audits 
of operations. The internal auditor 
should seek information for the guid- 
ance of management in such fields as 
production. 

Another article by F. E. Walker in 
the September issue deals with several 
case histories showing the benefits 
which organisations have derived from 
the services of alert internal auditors. 


In The Illinois Certified Public Ac- 
countant, June, Louis M. Kessler dis- 
cusses the responsibilities of the pub- 
lic accountant and the internal auditor 
and suggests ways in which the work 
of the public accountant may be facili- 
tated by co-operation with the inter- 
nal-accounting staff. 


Auditing 

The auditing procedure committee of 
the American Institute of Accountants 
has completed a survey of over 7,000 
audit reports submitted to banks by 
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public accountants, in connexion with 
applications by their clients for loang 
The committee’s report is published ip 
The Journal of Accountancy, August, 


Ralph S. Johns in The Journal of 
Accountancy, July, discusses the pre 
paration of good audit working papers. 
The article concludes with a compre 
hensive tabulated list of deficiencig 
commonly found in working papers, 


In The Internal Auditor, September, 
S. R. Moore traces a hypothetical case 
of embezzlement from the point at 
which suspicion is aroused up to the 
stage of prosecution. He believes that 
opportunity is as important a cause of 
embezzlement as is desire, and stresses 
the need constantly to seek to eliminate 
opportunities. 


H. Blundell, in The Accountant, 
August 21, points to the necessity of 
adapting auditing procedures to the 
use of the latest accounting machines 
(particularly electronic machines), 
and to the need to speed up the audit 
programme to meet the demand that 
audited annual accounts should be pub 
lished more promptly. 


In The Illinois Certified Public Ac 
countant, September, S. Alexander 
Bell, on the Auditing of Records Main- 
tained by Tabulating Machines, points 
out that, except as to form, records 
produced by tabulating machines dif- 
fer very little from those produced by 
any other means. However, an aldi- 
tor familiar with tabulating methods 
will find many short-cuts and time-sav- 
ing procedures open to him. 


In The New York Certified Public 
Accountant, July, William L. Camp 
field discusses How a Continuous Sy* 
tem Review Approach Can Improve 
the Quality of Independent Audits 
The internal control system of an & 
terprise should be under continuous rt 
view and test. The basic considert 
tions underlying this review pre 
gramme are examined. 


In The Accountants’ Journal (N.2); 
September, G. D. Stewart gives his im- 
pressions of auditing in the Unit 
Kingdom. He notes the high standing 
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of the auditor, the great reliance on in- 
ternal check, with a consequent 
thoroughness of examination of items 
selected for check, and the care with 
which stock and work in progress are 
checked. 


Published Accounts 


An interesting article on the Profit 
and Loss Account, by Idris Hick, in 
Accountancy, August, discusses the 
question of the treatment in published 
accounts of liability for future taxation 
(based on the profits disclosed in the 
accounts) and of proposed dividends 
and other appropriations. Emphasis 
is laid on the desirability of clear state- 
ment of the “total available profit” at 
the disposal of directors, and on the 
debatable point whether taxation is an 
“above the line” or “below the line” 
charge. 

In The Accountants Journal (Lon- 
don), September, balance sheets of two 
large English companies are repro- 
duced to show the growing trend to- 
wards use of the narrative, P=A—L, 
form of presentation, and towards the 
ue of non-technical terminology. 


The text of an address by Mary E. 
Murphy on Accounting as a Managerial 
Tool appears in The Aceountants’ 
Journal (N.Z.), August. Much of the 
address is devoted to an evaluation and 
comparison of published reports in 
Britain and the United States. 


Incentives and Profit Sharing 


C. M. Zust, An Incentive Plan for 
Contributory Labour, N.A.C.A. Bulle- 
in, July, gives a mathematical formula 
which links incentive payments for 
non-productive workers to the output 
bonus earned by the productives whom 

y serve. In the same issue, J. M. 
Naab describes a profit-sharing scheme 
under which the company’s contribu- 
tion to the employees’ pension fund is 
a fixed percentage of net profit. The 
«heme is supplementary to weekly 

incentive payments. 


In The Controller, August, G. H. 
Kimpton describes a case study of the 
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use of merit rating in determining pay 
increases. James C. Olson, in The 
Controller, July, deals briefly with nine 
“tools” which a compensation plan 
may use in the field of executive com- 
pensation. 


Pensions 


In The Controller, July, C. H. John- 
son discusses pensions in the light of 
price-level changes, and describes (with 
the aid of tables) a “new way” pen- 
sion scheme which aims at the elimin- 
ation of the defects inherent in con- 
ventional pension schemes. 


Shareholders’ Liabilities 


S. G. Maurice discusses the Liability 
of Shareholders for their Agent’s 
Fraud in The Accountants Journal 
(London), August, The decision of the 
House of Lords in Briess v. Woolley 
1954, 1 A.E.R. 909 appears at first 
sight to undermine the principle of 
limited liability of shareholders. Mr. 
Maurice points out that this is not so. 
The facts of the case were as follow. 
The managing director of a company 
manufacturing a synthetic cream en- 
tered into negotiations with another 
company interested in purchasing its 
shares. The formula for the cream 
had to be approved by the Ministry 
of Food. After this approval had been 
granted, the managing director altered 
the formula without the sanction of the 
Ministry and without informing the 
shareholders or the interested com- 
pany. The company’s profitability 
was dependent upon this unlawful al- 
teration. At a general meeting 
the shareholders authorised the direc- 
tor to complete the transfer of shares 
to the vendee company. After the sale 
was completed, the fraud was discov- 
ered by the vendee company. Litiga- 
tion followed, and the director and 
shareholders of the vendor company 
were found liable for fraud —the 
director being the agent of the share- 
holders. On appeal, it was held that, 
as the shareholders did not have full 
knowledge of the facts at the time of 
ratification, they were not liable in re- 
spect of the director’s fraudulent mis- 
representation. 
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CURRENT PROBLEMS — Continued 


Education and Training of Accountants 


Teachers of accountancy will be par- 
ticularly interested in the report of a 
committee on auditing education in 
The Accounting Review, July. It 
gives a summary of the replies to a 
questionnaire addressed to a wide 
sample of public accountants in the 
United States. 

Educational Preparation for Public 
Accounting, in The Illinois Certified 
Public Accountant, September, deals 
with the results of a survey conducted 
by the education committee of the 
Illinois Society of C.P.A.’s. The com- 
mittee’s general conclusions indicate 
that serious deficiencies exist in the 
quality and ability of junior staff, but 
suggests that these can be matched 
with proper guidance by educators. 

Edward M. Boulter, in The Journal 
of Accountancy, August, discusses 
training programmes for the public 
accountant’s staff. He describes a 
number of _§staff-training practices 
which can be adopted in both small and 
large offices. 


Company Insolvencies 

Hugh Tierney in The Accountant, 
18 September, sets out the necessary 
procedure under the English Com- 
panies Act for an insolvent company to 
make a composition with its creditors 
as an alternative to liquidation. 


Trustees’ Remuneration 

The Accountant, 24 July, summarises 
two recent legal decisions which illus- 
trate the circumstances in which courts 
will order remuneration of a trustee. 


Hospital Accounting 

H. S. Axton, in The Accountant, 4 
September, discusses developments in 
English hospital-accounting systems 
over the past few years. 


Stockbrokers’ Records 

Guy Neville, in The Accountant, 25 
September, gives a short description of 
accounting records for stockbrokers’ 
transactions. 
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Take-over Bids 


In recent years much attention has 
been attracted to attempts by persons, 
who have often been unconnected with 
a company, to acquire a controlling in. 
terest in that company, against the 
wishes and advice of the directors of 
the company. One of the most ip. 
teresting of these cases of “take-over 
bids” was that of the Savoy Hotel, 
which led to two enquiries by the 
Board of Trade. A thoughtful article 
by John Lenore, in The Accountant; 
Magazine, July, discusses certain as- 
pects of this case, particularly the ac- 
tions of the directors in attempting to 
avoid the projected take-over, and the 
position of an auditor who advised 
them. Stress is laid on the need for 
company directors to act completely 
bona fide and on the risk that auditors 
who give advice in such cases may find 
themselves in a difficult situation vis. 
a-vis directors and shareholders re 
spectively. 


An editorial in Acccuntancy, Aug- 
ust, discusses the propriety of the 
actions taken by the directors. 


Personal Accounting 


The case for personal accounting is 
ably presented by D. Fagerberg Jr. in 
The Accounting Review, July. He 
thinks that the funds statement is ideal 
for personal financial reports, because 
it gives balanced emphasis to (i) earl 
ing power, (ii) saving power, and (iii) 
investment sagacity. He provides al 
expense classification for a statement 
of living expenses and suggests 4 
balance sheet in which there are separ- 
ate columns for personal, business and 
total funds, 


Governmental Accounting 


An article by F. B. Collins in Th 
Accounting Review, July, is evidence 
of the growing interest. in govert- 
mental accounting. He advocates and 
illustrates the use of business-type 
statements in that portion of the bud- 
get of the United States which relate 
to government-owned corporations. 
This principle is in harmony with te 
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CURRENT PROBLEMS — Continued 


concept of the performance budget, the 
development of which is discussed in 
the same issue by W. R. Harton Jr. 


Parallel with the development of in- 
ternal auditing in private business is 


the progress that has been made by 
governmental agencies. Louis N. 
Teitelbaum, in The Accounting Re- 
view, July, presents a picture of how 
the internal audit began and how it is 
progressing in the United States Air 
Force, which is “the largest business 
enterprise in the United States”. 





Addresses 


The addresses of the publications mentioned 
in this article are as under:— 


Accountancy, Incorporated Accountants’ Hall, 
Temple Place, Victoria Embankment, Lon- 
don, W.C.2., England; 


The Accountant, 4 Drapers Gardens, Throg- 
morton Avenue, London, E.C.2., England. 


The Accountants Journal, 22 Bedford Square, 
London, W.C.1., England; ; 
The Accountants’ Journal, P.O. Box 6039, 
Wellington, New Zealand; 

The Accountants’ Magazine, 27 Queen Street, 
Edinburgh, 2, Scotland; 

Accounting Research, Bentley House, 200 
Euston Road, London, W.1., England; 


The Accounting Review, College of Commerce 
and Administration, Ohio State University, 
Columbus, Ohio, U.S.A.; 


The Canadian Chartered Accountant, 69 Bloor 
Street East, Toronto, Canada; 


of Journals 


The Controller, 1 East 42nd Street, New York, 
U.S.A.; 


The Cost Accountant, 63 Portland Place, Lon- 
don, W.1., England; 


Cost and Management, 66 King Street East, 
Hamilton, Ontario, Canada; 


The Illinois Certified Public Aceountant, 208 
South La Salle Street, Chicago, Illinois, 
U.S.A.; 


The Internal Auditor, 120 Wall Street, New 
York, U.S.A.; 


The Journal of Accountancy, 270 Madison 
Avenue, New York, U.S.A.; 


N.A.C.A. Bulletin, 505 Park Avenue, New 
York, U.S.A.; 


The New York Certified Public Accountant, 
677 Fifth Avenue, New York, U.S.A.; 


The South African Accountant, 1000 Mansion 
House, Field Street, Durban, South Africa. 





Examinations of Australian Society of Accountants 


So that greater emphasis may be given to the study of auditing, General Council 
has decided that one of the three papers in Advanced Accounting and Auditing of the 
Society’s examinations will, in future, be devoted to auditing with a separate pass. 
Examinations in New South Wales will be conducted in conjunction with the Public 
Accountants Registration Board. Further details of this arrangement will appear in 


the June issue. 


Weew. 
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News and Notes 


Australian Society of Accountants 


Annual Meeting. 


The second Ordinary General Meeting of the 
Society was held at “The Trocadero,” George 
Street, Sydney, on Wednesday, 20 April, 1955, 
when 300 members and guests attended. The 
chair was occupied by the President, Mr. C. R. 
Hicking, and members of the General Council 
from all States were present. 


The official guests included Sir Garfield Bar- 
wick, Q.C. (President of the Bar Association) ; 
Mr. L. W. Taylor (President, Incorporated 
Law Institute of N.S.W.); Mr. R. J. F. Boyer 
(Chairman, Australian Broadcasting Com- 
mission); Professor S. J. Butlin (Dean 
Faculty of Economics in the University of 
Sydney); Mr. A. Denning (Director of Tech- 
nical Education); Mr. J. W. Goodsell (Under- 
Secretary and Comptroller of Accounts, 
N.S.W. Treasury); Mr. J. W. Hughes (Deputy 
Commissioner of Taxation); Mr. R. A. Irish 
(Vice-President, Institute of Chartered Ac- 
countants in Australia); Mr. S. J. Walton 
(Registrar, Institute of Chartered Aceoun- 
tants in Australia); Mr. E. A. Burley (Chair- 
man, Chartered Institute of Secretaries— 
N.S.W. Division); and Mr. W. H. Newton 
(State President, Australasian Institute of 
Cost Accountants). 


In moving the reception and adoption of 
the annual report, the President drew atten- 
tion to the important developments which 
had occurred during the year as a result of 
team-work of the various Councils and Com- 
mittees and the co-operation of large num- 
bers of members. He stressed the desirability 
of the maximum possible participation in the 
work of the Society by all members. The 
submission of the report was supported by 
Mr. O. H. Paton, a Vice-President of the 
Society. 

The Honorary Treasurer, Mr. R. F. Butt, 
moved the reception and adoption of the finan- 
cial statements for the year ended 31 Decem- 
ber, 1954. In doing so, he referred to the 
satisfactory financial position of the Society. 
Mr. R. E. Gregory seconded the motion. 


It was reported that, in accordance with 
the Articles, the Auditor of the Victorian 
Division, Mr. T. L. Coleman, became Auditor 
of the accounts of General Council. His 
remuneration was fixed at the meeting. 


At the conclusion of the formal business, a 
pleasant social evening was enjoyed by mem- 
bers, during which the toast of the Society 
was proposed by Sir Garfield Barwick, Q.C., 
to which the President responded. The toast 
to the guests was submitted by Mr. G. E. 
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Fitzgerald, a Vice-President of the Society, 
to which Mr. R. J. F. Boyer and Mr. R. A. 
Irish responded. 


Office-Bearers. 


At a meeting of the General Council held 
after the annual meeting, the following office. 
bearers were elected: 


President: Mr. G. E. Fitzgerald, B.A., B.Com, 
F.A.S.A. (Vic.); 


Vice-Presidents: Mr. O. H. Paton, F.ASA. 
(N.S.W.); Mr. J. G. Cooper, F.ASA. 
(Tas.); 

Hon. Treasurer: Mr. R. F. Butt, FASA 
(Qld.). 


Arthur Capper Moore Memorial Lecture. 


There was a large attendance of members 
at-the sixth Arthur Capper Moore Memorial 
Lecture held in the Assembly Hall, Mar 
Street, Sydney, on Tuesday night, April 19. 
The lecturer was Mr. G. H. Peterson, A.AS.A. 
—Regional Director of W. D. Scott & Co. Pty. 
Ltd., Management Consultants—who had r- 
cently returned from a visit to the USA. 
The subject of his lecture was “The Accoun 
tant’s Role in a Period of Accelerated 
Change.” The President, Mr. C. R. Hicking, 
presided and, in introducing the speaker, rm 
ferred to the services rendered to the profes- 
sion by the late Mr. Arthur Capper Moore, 
Secretary of the former Federal Institute of 
Accountants for thirty years. The vote of 
thanks was submitted by the General Regis 
trar, Mr. C. W. Andersen, who referred to the 
need for further intensive study of the de 
velopments of accounting so ably presented 
by Mr. Peterson. A copy of Mr. Peterson’ 
lecture appeared in the April issue of this 
journal. 


Meetings of General Council. 
Meetings of General Council were held 
Sydney from April 18-20, at which a number 
of important policy decisions were reat 
A summary of the proceedings will be pub 
lished in the next issue of the journal. 


VICTORIAN DIVISION 
Lecture Demonstration—Commonwealth 
Trading Bank 


Over 1,000 members indicated that they 
would attend the lecture demonstration ar 
ranged by the Commonwealth Trading 
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NEWS AND NOTES — Continued 


aithough accommodation was available initi- 
ally for only 250. The Bank very generously 
made three additional nights available, and 
most of those who wished to attend were 
able to do so. 

The main feature was a demonstration of 
the Bank’s adaptation of microfilming equip- 
ment to its operations. Mr. R. F. G. Pratten 
and Mr. C. E. McFadden of the Branch Pro- 
cedures and Research Department explained 
how the Bank is using microfilm in its day- 
to-day transactions. The Bank plans to ex- 
tend the use of the equipment in the future. 

The next piece of equipment to be demon- 
strated was a proof machine supplied by the 
National Cash Register Company and demon- 
strated by Mr. R. Bailey of that company. 
This machine is another device by which the 
Bank is seeking to provide a more efficient 
service and to reduce operating costs. Other 
machines used by the Bank were on display, 
and a member of the staff was in attendance 
at each machine to explain its use and answer 
questions put by members. 

The thanks of the Division are due to Mr. 
A. N. A. Armstrong, the General Manager, 
and Mr. L. J. Dooling, Chief Manager for 
Victoria, for arranging a series of very in- 
structive and pleasant evenings, and to the 
many officers of the Bank who gave their 
time to make the demonstrations so success- 
ful, 

“Family Circle” Discussion 

The April discussion was lead by Mr. G. 
legg, Assistant Manager of the Equity 
Trustee Company, who gave a very excellent 
address on the subject of “The Law Relating 
to Wills and Trusts.” The discussion and 
questions which ensued showed the interest 
of members who attended. Mr. Legg’s ad- 
dress is to be published in a later issue of 
this journal. 


Monthly Luncheon 


The speaker at the April luncheon was the 
Chief Commissioner of Police, General Porter. 
Three hundred members attended. 


General Porter traced the history of the 
Police Force back to the days of Alexander 
ad Caesar. He pointed out that the old 
conquerors used the army to enforce law and 
order, and that in some countries even today 
military forces are used for police duties. 
Fortunately this is not the case in British 
countries, where it is recognised that soldiers 
ae not trained for enforcing law and order. 
They are trained to act in a body for a gov- 
tmment; the policeman acts for the welfare 
tf the individual and the community; he is 
& member and citizen of the community he 
‘etves and he is entitled to its support. 


General Porter was suitably thanked by Mr. 
VL, Gole, the State President. 
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Personal 


Mr. J. O. Mabbett, A.A.S.A., A.C.A.A., 
A.C.1.S. has been appointed Chief Accountant 
of Repco Ltd. subsidiary companies. 


Ballarat Branch 


At a Meeting of the Branch Council held 
during March, Mr. J. E. F. Hewitt, A.A.S.A., 
was elected Branch Chairman for 1955 and 
Mr. W. S. Hooper was elected Deputy Chair- 
man for the year. 


April Meeting 


The first meeting of members and students 
of Ballarat Branch was held on the evening 
of 4 April at the “Alexandria” Tea Rooms 
under the Chairmanship of Mr. J. E. F. 
Hewitt, A.A.S.A., when a lecture was given 
by Mr. J. E. Hope on the subject “Develop- 
ment and Application of Direct Labour Stan- 
dards.” Mr. Hope illustrated his address 
with diagrams and charts of the factors com- 
prising direct labour work standards, and the 
methods of their application both as a tool 
in management and as a basis for setting 
standards in an incentive system. 


At the conclusion of question time the 
Deputy Chairman of the Branch Council, Mr. 
W. S. Hooper, A.A.S.A., moved a vote of 
thanks to the Speaker. 


NEW SOUTH WALES DIVISION. 


Members’ Luncheon. 


On Monday, 18 April, the members’ lun- 
cheon was held at “The Trocadero” in the 
pacers of His Excellency, the Governor of 

ew South Wales, Lieutenant-General Sir 
John Northcott, K.C.M.G., K.C.V.0., C.B. 
This luncheon was the first official function 
associated with the meetings of General 
Council and it was attended by almost five 
hundred members. The Chairman was the 
State President of the New South Wales 
Division, Mr. E. A. Cupit, and a welcome to 
His Excellency was proposed by the General 
President of the Society, Mr. C. R. Hicking. 
His Excellency responded to the welcome and 
wished the Society every success. 


The Chairman extended a welcome to the 
members who represented the various Divi- 
sions on General Council, and also to the fol- 
lowing guests: Mr. W. J. Campbell, State 
Auditor-General; Mr. J. W. Goodsell, Under- 
secretary of Treasury; Sir Garfield Barwick, 
President of New South Wales Bar Associa- 
tion; Mr. L. W. Taylor, President of Incor- 
porated Law Institute of New South Wales; 
Mr. R. A. Irish, Vice-President, Mr. C. R. 
Kelynack, Treasurer, and Mr. S. J. Walton, 
Registrar of the Institute of Chartered 
Accountants in Australia; and Mr. R. R. 
Farrell, Divisional Chairman of the Charte 
Institute of Secretaries. 


The guest, speaker at the luncheon was 
Professor Sir Alexander Fitzgerald, O.B.E., 
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who spoke on the functions of the Common- 
wealth Grants Commission. Sir Alexander 
has been a member of the Commission for 
many years and for the past few years has 
been its Chairman. With his long experience 
in public affairs, Sir Alexander presented in 
an able and interesting manner the impor- 
tant features of the work of the Commission. 


State President’s Reception. 


The State President’s Reception was held at 
“The Trocadero” at 5.15 p.m. on Monday, 
18 April, and there was a very good atten- 
dance of members, their wives and friends. 
The State President, Mr. E. A. Cupit, and 
Mrs. Cupit received the guests who were also 
introduced to the General President, Mr. C. R. 
Hicking, and Mrs. Hicking. The State Presi- 
dent extended a welcome to all those present. 
The immediate past State President, Mr. 
W. P. Henson, extended a welcome to the 
interstate visitors: Messrs. R. F. Butt and 
J. E. England from Queensland; Professor 
Sir Alexander and Lady Fitzgerald, Mr. and 
Mrs. G. E. Fitzgerald, Mr. R. E. Gregory, 
and Mr. and Mrs. C. K. Davies from Victoria; 
Messrs. L. A. Braddock and G. F. George 
from South Australia; Mr. and Mrs. G. t 
Broderick and Mr. J. M. Groom from West 
Australia, and Mr. J. G. Cooper from Tas- 
mania. The General President, Mr. C. R. 
Hicking, responded. 


Accounting Convention. 


The first week-end Accounting Convention 
arranged by the Divisional Council was held 
at Orange on 25, 26 and 27 March. The 
Convention was opened by the State President 
and the State Vice-President at an informal 
reception at the Canobolas Hotel on the Fri- 
day night, and a welcome was extended to 
the visiting and local members. 


Technical sessions were held on Saturday 
morning and evening, and on Sunday morning. 
The Mayor of Orange, Councillor White, 
attended the session on the Saturday morning 
to open the Convention officially and extend 
a welcome to the members present. 


Four papers were prepared and issued to 
members prior to the date of the Convention: 
The Role of the Accountant in-Commerce and 
Industry, by Mr. E. A. Burley; In the Field 
of Small Businesses, by Mr. A. D. Richmond; 
Taxation of Primary Producers, by Mr. L. A. 
Little; Some Practical Problems in Income 
Tax Law and Procedure, by Mr. R. E. 
O'Neill. 

As the papers had been distributed, each 
author presented only a we ef of his 
paper at the opening of the technical sessions, 
and members then formed groups to discuss 
the papers in detail. The authors assisted 
with the group discussion by spending some 
time with each group. The groups appointed 
speakers to report, comment, and ask prepared 
questions, when the Convention met again in 
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general assembly, and the authors replied. tp 
the questions and comments. 


On Saturday afternoon, members partic. 

ated in an inspection of the factory of 

mmco Ltd., and a tour of Orange and Mount 
Canobolas. The company kindly provide 
afternoon tea. 

The Council appreciates the support given 
to the first week-end Accounting Conventign 
by the one hundred members who at 
and extends its thanks to the authors of the 

apers, the members who acted as 
eaders (Messrs. T. H. Braban, R. H. Heath 
D. S. Jackson, R. L. Niven, N. F. S 
T. G. Tait and R. K. Yorston), and also tp 
the members who reported on behalf of the 
discussion groups (Messrs. A. C. Butcher, 
A. C. Dibley, R. C. Blackburn, B. N. James, 
G. S. Lawry, S. R. Heaton, J. W. Price, A. 6, 
Taggart and Miss A. N. Magoffin). To the 
three members resident in Orange, Messrs, 
R. L. Niven, A. C. Dibley and R. H. Heath, 
who assisted materially with the administn- 
tive arrangements, and to the Co 
Women’s Association, who made their 
available and supplied morning tea, th 
thanks of the Council are extended. 

The success of this Convention has assure 
that this function will become an annual 
event at least, in the activities of the Div- 
sion. A limited number of the four paper 
presented are available at 7/6 a set. 


Accountants’ and Secretaries’ Guild of 
St. Vincent de Paul. 


The Council of the Catholic Accountants 
Guild is preparing for the Second 
Mass and Communion breakfast, set down for 
Sunday, 29 May, at St. Mary’s Ca 
Sydney. President of the Guild, Mr. A. As 
ley Forster, asks that members desiring to 
attend should write to the Secretary, 
M. A. Coleman, 19 Hunter Street, Sydney. 
Telephone enquiries may be made to BW7# 
or BM 3938. 


Personal. 


Mr. R. J. Chambers, B.Ec., A.A.S.A., who 
was Senior Lecturer in Accounting in th 
Faculty of Economics, University of Sydney, 
has been appointed to the position of As» 
ciate Professor in that Faculty. 

Mr. J. D. Leslie, A.A.S.A., is now carrying 
on his practice at Second Floor, Wingell 
House, Angel Place, Sydney; telephone: 
BL 2847 and BW1819. Mr. Leslie was fr 
merly at Commercial Bank Building, Georg 
and Margaret Streets, Sydney. 

Mr. N. W. Lewis, A.A.S.A., has retired 
from the firm of S. R. Brown & Co. Messi 
S. R. Brown, F.A.S.A., and J. A. Pring 
A.A.S.A., continue in partnership under 
same firm name. 

Mr. N. O. Rees, A.A.S.A., has been admit 
ted to partnership with Mr. F. B. Twome), 
A.A.S.A., of 240 Parker Street, Cootamundt 
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Mr. R. J. P. Ramsay, A.A.S.A., has been 
appointed to the position of Assistant Secre- 

of Jenson and Nicholson (Aust.) Pty. 
tH, of Alexandria, as from 1 February, 1955. 
Mr. John Douglas Freeman, A.A.S.A., has 
been elected to the Board of Balm Paints 
Pty. Ltd., of Concord. 


Wollongong Branch. 
Meeting of Branch Council. 


At the March meeting of the Council of 
Wollongong Branch, Mr. W. R. McGeechan 
was elected Branch Chairman and Mr. T. R. 
Hansen Deputy Chairman. 


April Meeting of Members. 


On Monday, 4 April, 1955, members and 
students of the Branch were addressed by 
Mr. P. Levy, Sydney stock broker, on the 
subject of “The Sydney Stock Exchange.” 


QUEENSLAND DIVISION 


Annual Meeting 


The Second Annual Meeting of Members 
was held in the Banquet Room at the Hotel 
rra, Brisbane, on Thursday, 24 March 


The State President, Mr. J. E. England, 
presided over an attendance of 92 members. 
In opening the meeting he welcomed members 
and read a telegram of good wishes from the 
General President, Mr. C. R. Hicking. 


In presenting the Annual Report of the 
Divisional Council, Mr. England traced the 
development which took place during the 
year, mentioning steps taken to absorb other 
Institutes and the negotiations with the Aus- 
tralasian Institute of Cost Accountants. He 
appealed to members to support the Educa- 
tional Group of the Society, and also drew 
attention to the successful representations 
made by the Society in Queensland in secur- 
amendments to the Companies Acts and 
lic Accountants Registration Act. 


Mr. England expressed the pleasure of the 
ional Council and members generally in 
the honour conferred upon Professor Sir 
Alexander _ Fitzgerald in the New Year 
onours List. He then formally moved that 
Report of the Divisional Council for the 
year 1954 be received and adopted. Mr. R. A. 
McInnes seconded the motion and said that 
members could regard the end of the second 
year of the Society’s activities in Queensland 
% bringing almost to completion the work 
amalgamation. 


The Financial Statement was explained by 
the Federal Treasurer, Mr. R utt, sup- 
ported by the State Treasurer, Mr. A. Rees. 
Attention was drawn to the alteration in the 
form of accounts this year, and the system 
ot budgeting and accounting adopted by 

1 Council was explained to members. 
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The Chairman then called on the State 
Registrar to inform the meeting of the nomi- 
nations received for the election of a Divi- 
sional Council. There being only the twelve 
nominations required, the following members 
were declared elected to the Divisional Coun- 
cil for the ensuing year :—Messrs. J, E. Eng- 
land, R. F. Butt, J. H. Devitt, E. N. Ham, E. 
W. Heindorff, R. E. Iliff, C. T. Leach, R. A. 
McInnes, G. H. Nelson, W. T. Reid, C. D. 
Wrigley and A. S. Donnelly. The State Presi- 
dent referred to the long service rendered to 
the foundation Institutes and later to the 
Society by retiring Councillors, and particu- 
larly mentioned Mr. Ralph White, who had 
served for 36 years continuously as a Coun- 
cillor, and Messrs. L. Oxenham and J. Mc- 
Intyre who had each exceeded 20 years. His 
reference to this contribution to the profes- 
sion by these Councillors was acknowledged 
by acclamation. 


Mr. L. Crawford, F.A.S.A., was re-elected 
Auditor of the Division. 


At this stage of the meeting, the Chairman 
presented prizes won at the October examina- 
tions to Messrs. R. F. Percy and R. E. Glas- 
gow. 


Mr. M. R. Allen, in moving that the ap- 
preciation of members of the Queensland 
Division of the work over the —s two years 
performed by retiring Councillors be placed 
on record, stated that all the members of the 
Divisional Council had laid a very firm foun- 
dation for the Society in Queensland. His 
motion was seconded by Mr. Paulson, sup- 
ported by Mr. J. W. Parker and carried by 
acclamation. Mr. L. E. Oxenham responded 
on behalf of the retiring Councillors. 


Mr. C. W. Hughes, supported by Mr. J. 
Jessop, moved a vote of thanks to the State 
Registrar and his staff for the efficient man- 
ner in which the detailed work of the amal- 
gamation and the increasing activities of the 
Society had been attended to, and it was re- 
solved that this be recorded. 


The Chairman then declared the meeting 
closed, and invited members to remain for a 
programme arranged by visiting artists and 
to partake of a buffet supper. 


Townsville Branch 


The Annual Meeting of the Townsville 
Branch was held at “The Lounge,” Stanton 
House, Townsville on Thursday, 31 March, 
1955. The Branch Chairman, Mr. N. L. Van- 
denbergh presided over an attendance of nine- 
teen members. The Annual Report of the 
Branch and the Statement of Receipts and 
Payments were presented and received. 


In speaking to the Report Mr. E. W. Wass 
stressed the importance to members of the 
Society of the recent amendment to the Pub- 
lic Accountants Registration Act, by which 
the examinations of the Society may be recog- 
nised by the Board for the purpose of regis- 
tration as a public accountant. 
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NEWS AND NOTES — Continued 


Mr. H. Millican, F.A.S.A., was appointed 
Auditor of the Branch and following the re- 
tirement of two Councillors from the Branch 
Council, Messrs. H. J. Taylor, A.A.S.A. and 
E. D. Bourke, A.A.S.A. were elected to the 
Council. 

At the conclusion of the formal business 
of the meeting, members were addressed by 
Mr. E. W. Wass on the subject “Meeting 
Procedure,” after which he was accorded a 
vote of thanks for his interesting address. 


Accountants and Secretaries’ Educational 
Society 

Members are reminded that the activity 
on the Study Tour Programme for June will 
be a visit on 24 June to the Australian Estates 
Ltd. wool store, when members will have an 
opportunity of seeing the activity in this in- 
dustry which occurs just prior to a wool 
sale. 

Educational Group 

The last meeting of this Group was held 
on 21 April, when Mr. A. S. Donnelly, 
A.A.S.A. presented a paper dealing with the 
preparation of financial statements. He dealt 
with the many accepted principles, and ex- 
plained various aspects not covered in recent 
publications. He chose as the title for his 
paper “Bringing Figures to Life,” and demon- 
strated just how effectively this might be 
achieved. 


SOUTH AUSTRALIAN DIVISION 


Divisional Council Meeting 


At a meeting of the South Australian Divi- 
sional Council held on 5 April, Mr. L. 
Braddock was elected State President and 
Mr. C. L. Hargrave State Vice-President. 
Mr. L. G. Bushby was appointed Treasurer. 
At this meeting also the following Commit- 
tees were appointed :— 

Executive & Finance : Messrs. L. A. Brad- 
dock, C. L. Hargrave, L. G. Bushby, G. F. 
George, L. H. Duncan. 

Applications: Messrs. C. L. Hargrave, R. L. 
Mathews and D. P. Williams. 

Library : Messrs. B. R. Macklin, G. F. Sea- 
man and E. M. Garrett. 

Activities : Messrs. B. R. Macklin, J. A. 
Keenan and D. P. Williams. 

The Activities Committee is at present ar- 
ranging a programme for the year 1955 and 
details will be forwarded to members at an 
early date. 

Two sub-committees have been appointed 
by the Research Committee to undertake re- 
search in the following subjects :— 


(1) Effect of Inflation on Company 
Finances, 
(2) Stock Valuation Methods. 

Mr. R. L. Mathews is Chairman of the first 
sub-committee, and Mr. B. R. Macklin of the 
second. Members interested in assisting with 
research on these two subjects are invited 
to submit their names to the State Registrar, 
A good response has already been received 
following an announcement at the Annual 
General Meeting. 


Personal 

The State President, Mr. L. A. Braddock, 
and the Immediate Past State President, Mr, 
G. F. George, Councillors of the South Ans- 
tralian Division, attended the meeting of 
General Council in Sydney from 18 to 21 
April. 

Mr. L. S. Dalrymple has been transferred 
to the Sydney office of the Colonial Sugar 
Refining Co. Ltd. to take up a senior ap 
pointment. 

Mr. A. E. Cousins has been appointed Town 
— of the Corporation of the City of Bum- 
side. 

Mr. R. W. Truscott advises that from 1 
May the business name of E. J. Truscott has 
been changed to Truscott, Skinner & Driver. 
The composition of the firm remains w- 
altered, and business is being carried on at 
the present address, 35 Grenfell Street, Ade- 
laide. 

Obituary 

We record with regret the death of Mr 
Keith Gordon Gray, formerly of the National 
Bank of Australasia Ltd. 


Port Pirie Branch 

The Annual General Meeting of the Port 
Pirie Branch was held in the Supper Room, 
Port Pirie Town Hall, on 23 March, 195 
when the following members were elected 
to the Branch Council :—Messrs. J. G. Esk 
lund, R. H. Evans, D. H. Forgan, R. H. Hard- 
ing and F. R. Smith. A tribute was paid t 
the work done by Mr. C. H. Impett in the 
formation of the Branch. Mr. Impett did 
not seek re-election as Chairman of the 
Branch Council. 

At the first meeting of the Council held 
after the Annual General Meeting, Mr. J. 6. 
Esklund was elected Branch Chairman. Th 
resignation of Mr. V. A. Prosser as B 
Secretary was accepted with regret, and 
Mr. H. J. Davis was appointed in his § 


WEST AUSTRALIAN DIVISION 


Personal 
Mr. J. C. Hiam, A.A.S.A., has commenced 
practice as a Public Accountant at Bank 
gg Chambers, 97 St. George’s Terrace, 
erth. 
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Australian Accountants Students’ Society 


VICTORIAN DIVISION 

March, April Meetings 
On 29 and 31 March and 5 April, members 
were privileged to hear a series of three lec- 
tures by Mr. Curtis Reid, F.A.S.A., 
F.C.LS., on the subject of “Branch Accounts.” 
The average attendance was 53 and those 
nt were most grateful to Mr. Reid for 
the clear and concise explanations given to 
the problems. The Council wishes to record 
its appreciation to Mr. Reid for the time and 
trouble taken in presenting the series of lec- 

tures. 


Australasian Institute 


The Annual Conference of General Council 
is being held in Melbourne at the end of May. 
Councillors will attend from all States to dis- 
cuss a full agenda of items of policy and pro- 
gress in the Institute, including the vital 
affiliation proposals with the Australian 
Society of Accountants. 


The Conference Chairman will be the Presi- 
dent, Mr. C. B. Villiers, of Victoria. The Lord 
Mayor of Melbourne, Cr. F. Selleck, who is 
by profession an accountant, has kindly con- 
sented to tender the Council a civic reception, 
an honour much appreciated by the Institute. 


VICTORIAN DIVISION 


The Victorian Council announced some 
months ago that the social evening usually 
arranged in combination with the Annual 
meeting of the Division would not be held in 
March due to the impending General Council 
meeting in Melbourne. Your Council is now 


June Meeting 


Members are reminded of the Society’s 
Annual Meeting to be held on Monday, 6 
June at 6.30 p.m., in the General Meeting 
Room, Chamber of Manufactures, 312 
Flinders Street, Melbourne. Members of the 
Council for the ensuing year will be elected 
at this meeting. At the conclusion of the 
business of the Annual Meeting, a Mock 
Creditors’ Meeting will be conducted by Mr. 
L. C. Voumard, B.A., LL.B., Senior Lecturer. 
School of Accountancy, Melbourne Technical 
College. 


of Cost Accountants 


pleased to advise that the Social Evening will 
accordingly be held at the Victoria Palace to 
coincide with the Annual General Meeting of 
the Institute on Tuesday, May 3ist, 1955. 
Advantage will thus be taken for Victorian 
members to meet visiting General Councillors 
from all States, and after the formal business 
of the Institute, to take part in an excellent 
programme of entertainment and harmony. 
Supper and refreshments will be provided, 
and a full attendance is requested. 


New Office Bearers. 


At the meeting of the Victorian Divisional 
Council in April, Mr. A. F. J. Sutherland was 
unanimously elected Victorian President in 
succession to Mr. A. H. Blamey. Mr. H. F. 
Fox was elected as Vice-President, and Mr. 
R. L. Rowe as Honorary Treasurer. Congratu- 
lations were extended to these office bearers 
who take charge of the Division at a time of 
exceptional activity and progress. 





End Pages 


Angus I ee ter 


Do You Suffer from Muliebrity? 


The disease is universally endemic, 
except in Moslem countries, and even 
there it is quickly spreading. It is time 

@ malady were given a name, so I 

ive chosen muliebrity, pronounced 
with the accent on eb. Lancet, please 
‘opy. The word stems from the Latin 
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mulier, a woman, hence Old French 
moiller, and modern Italian moglie, a 
wife. The present dictionary meaning 
of “muliebrity” is nothing more than 
“womanhood; the characteristics or 
qualities of a woman’. However, as 
the word is rarely used in its literal 
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END PAGES — Continued 


sense, I thought it would be a good plan 
to present it to the doctors who are 
ever in need of replenishing their stock 
of diseases. 


In the stone age state of savagery, 
the disease was almost unknown; the 
preventive agent was the club. When 
mankind moved from the noble and 
merry state of innocent savagery—when 
he subsisted on hunting and the odd 
berry—to that evil state of barbarism 
when work was invented, the seeds of 
muliebrity were sown. Primitive bar- 
barism is that stage of society where 
man begins to domesticate animals and 
cultivate the wild corn, maize, rice, etc. 
In the primitive stage, he tends and 
cultivates only to satisfy the needs of 
the family and later the hamlet. In a 
word, there is then no market. In the 
advanced stage of barbarism, there 
comes into being a system of exchang- 
ing goods and services and this opera- 
tion demands a market; the market 
develops into the city and ends in smog. 
We are now living in the advanced stage 
of barbarism. Some optimists live 
under the false belief that it will be 
followed by civilisation. 


I have said that the seeds of mulieb- 
rity were sown when barbarism 
emerged. How did this come about? 
Picture the noble savage returning from 
his lawful occasions with a few rib 
roasts of sabre toothed tiger. As he 
enters his cave, he discovers his wife 
pottering outside in a plot of loose soil 
near the river. On enquiring what Eve 
is doing, he finds she has planted some 
of the seeds of the wild wheat she had 
gathered the previous day. He gives 
her a friendly clip in the ear and for- 
gets all about it. Then, to his astonish- 
ment, the seed sprouts and one day the 
wheat is gathered and is found to be 
much superior to that collected in a 
wild state. This is man’s undoing. He 
takes to the wheat in a big way, and in 
gratitude invests Eve with magical 
qualities. The little plots soon become 
insufficient for the family wants. The 
newly exalted lady persuades her hus- 
band to enlarge the cultivation of the 
new product. In an. evil moment, he 
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takes over the job; invents the me 
plough, and mes a farmer. He 
been sunk in the obscenity of work 
since. 


The story is the same everywh 
the wheat in the valleys of the Nile 
the Euphrates; the rice in Chinas 
maize in America, except that there 
going was so good it was not necesg 
to invent the plough. ’ 


When Eve planted those seeds of§ 
wheat, she also planted the seed 
muliebrity. The noble savage in 
her with magic qualities; she beg 
the dominant sex; work was inven 
the disease of muliebrity 
throughout the world. 


Is mankind doomed? I believe: 
England’s greatest metaphysician,) 
Eighteenth Century Bishop Berke 
wrote some verses on the futur 
America, the last stanza of which 


Westward the course of empire takes its 
The first four acts already past, 

A fifth shall close the drama with the ¢ 
Time’s noblest offspring is the last. 


Notice the second line: the first 
empires are Babylon, Greece, 
and England—westward the co 
The fifth, America, is to follow,’ 
then nothing. After 200 years, 
prophecy has come true. Americ 
the last Empire. It will not end 
a pleasant hush of exaltation”, b 
the paralysing disease of muliel 
The signs are clear: the ladies alm 
own more than half the share cap 
of United States companies; they) 
appointed as ambassadors to for 
states; they can divorce their hus 
for snoring, alias mental cruelty. 7 
men work like moronic beavers for 
adornment, amusement and ava 
Lysistrata has won at last; mulie 
—one’s tongue lingers over its on 
topeic flavour—conquers man. 


With the kindly agency of thee 
bomb, the last Empire and all : 
countries of advanced barbarism’ 
be swept away, leaving isolated gre 
of noble savages who will have @ 
for the disease, the only cure, 
CLUB. 
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